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P-ROCEEDI-NGS

CHAI RVAN LUDW G Good norning. Let ne wel come you this
nmor ni ng before we ask our panelists to come up. |'mpleased to
wel conme everybody to the first public neeting of the Consuner
El ectroni ¢ Paynments Task Force.

The energence of the new el ectronic noney products such
as online and offline smart cards and Internet paynents has
generated a consi derabl e anount of public interest as you well
know and sonme concern about consumer issues.

Since these products generally are not subject to the
sane regul atory regine or industry standards that apply to nore
fam liar paynment nechani snms, such as credit and debit cards,
there has been a lot of interest in the consuner issues.

As you may renmenber, the Consuner Electronic Paynents
Task Force was established by Secretary of the Treasury Rubin
because he wanted to focus on this inportant dinmension of smart
card devel opnent and how it affects the consuner.

And we have been eager to have this public forumto
hear fromwhat is really going to be | think a very interesting
group of panelists.

The m ssion of the task force is to identify consuner
i ssues raised by electronic noney to evaluate the extent to which
these issues are being addressed by laws or industry practices
and identify innovative, nonregul atory responses that may be
needed for consuners in this devel opi ng market .

We think that consumers are nost |likely to benefit from
and use E-noney if they understand the risks as well as the
benefits of the new products and if they know that their
i nterests have been considered and dealt with properly.

I n conducting our exam nation of consuner issues and
concerns that these new products raise, the task force is
especially interested in hearing fromthe public.

W will carefully evaluate these views in consideration
of this issue. That is, these public neetings are of keen
interest to us. And we are interested in what each of the
panelists has to say.

In addition to today's public neeting, we will hold
anot her public nmeeting on July 17. | think we expect that to be
at the FTC

These sessions are a great opportunity for discussion.
We've tried to set it up in a fashion in which we really have
di al ogue as well as w tness statenents.

| mght say that if anyone who's attendi ng today wants
to testify on July 17 at the public neeting, we have sone copies
of the Federal Register announcenent of the neeting which are
avai l abl e on the tabl e outside.

And | encourage you to take a good, hard | ook at it.
Now, before | introduce our first panel, 1'd like to introduce
the representatives of the task force that are here today.




The issues that the task force are considering span the
jurisdictions of a nunber of federal agencies. And that's why we
have a fairly diverse nenbership

Governor Edward M ke Kelley, Jr. is here fromthe
Federal Reserve Board. Andrew Skip Hove is Chairman of the FDIC
Russ Morris is Comm ssioner of the Financial Managenent Service
of the Departnent of the Treasury.

Carol yn Buck is Chief Counsel of the Ofice of Thrift
Supervision. She's here on behalf of Director Retsinas.

Rich diver is Senior Vice President of the Federal
Reserve Bank of Atlanta. He's here on behalf of Atlanta Federal
Reserve Bank President Guynn

Jodie Bernstein is Director of the Bureau of Consuner
Protection at the FTC. She's here on behal f of Comm ssi oner
Pi t of sky.

Now, 1'd like to welcone our panelists to the podi um
| see sone of you in the audience. Geat. W’ ve got a ful
house.

W are very fortunate to have throughout the day a
nunmber of distinguished peopl e who have been interested in this
area, both as business people, comentarists, and consuner
advocat es.

The first panel consists of Matthew M|l er, Senior
Manager of Mondex USA; Bill Norwood, Vice President of new
busi ness devel opnent for CyberMark; Lamar Smith, Senior Vice
Presi dent of governnment relations for Visa; and d enn Wi ner
Vice President of Smart Card Center of Excellence for Anmerican
Expr ess.

| want to thank you all for com ng. W' ve asked that
our speakers try to limt their opening remarks to five m nutes,
so we do have an opportunity for Q and As. Let's begin with M.
MIller. M. MIller I"'minterested in hearing your remarks.

MR. MLLER Thank you. Good norning. M nane is
Matthew MIler. 1'ma senior manager at Mondex USA, and |'m
responsi bl e for overall devel opnent and marketi ng positioning of
t he Mondex product.

In this capacity, | helped to design strategies for
depl oyi ng Mondex el ectronic cash and other cash card applications
in the United States marketplace. | thank you very nuch for the

opportunity to share ny thoughts on the inpending smart card
revol ution.
This morning I'lIl focus nmy comments on three areas.
First, I'll briefly describe Mondex USA and its purpose. Next,
"1l highlight sone current trends in the electronic comrerce and
smart card industries.
And finally, I'll discuss sone plans for Mondex's
devel opment in the United States. Let ne begin with Mondex USA
Mondex USA, a for-profit, technol ogy driven el ectronic
paynments conpany, announced its formation in Decenber of 1996
The organization is jointly owed by seven | eading U S.



financi al services organi zations, AT&T, Universal Card Services,
Chase Manhattan, First Chicago NBD, MsterCard, M chigan Nati onal
Bank, Novus, and Wells Fargo.

Al t hough the conpani es' sharehol ders are financi al
servi ces organi zations, the very nature of Mndex's pioneering
work in smart cards requires us to act |ike and nove with the
speed of Silicon Valley.

Mondex USA in many ways represents the changing
| andscape of the financial business, a change denonstrated by the
convergence of high tech and banki ng.

The conpany marries the entrepreneurial spirit of a
high tech start up that's blazing new frontiers in smart card
technol ogy with the powerful backing of major players in the
financi al services industry.

Mondex USA's singular mssion is to propel Mondex
el ectronic cash in the United States. As such, the conpany
facilitates the products' commercial devel opnent, doing so
t hrough an open systens approach.

Mondex USA, not only openly licenses financial services
organi zations to issue cards and recruit nmerchants, but al so
solidifies strategic alliances in the technology arena to
expedite the creation of necessary equi pment and infrastructure.

Mondex USA is positioning itself to deliver rapidly
consuner and retailer benefits associated with el ectronic cash.

Wth that organizational back drop, | would now like to
set sonme context for Mndex's U.S. devel opment by highlighting
sone trends and watershed events that we are all witnessing in
the el ectronic comerce and smart card industries.

Let's begin by | ooking at sonme of these trends in
el ectronic commerce. Today's paynent systemis |argely paper
based. In ternms of absolute nunbers, 94 percent of all consuner
transactions are either in cash or check, wth only about six
percent conpleted via electronic paynent instrunments |like credit
and debit.

O the paper-based transactions, the vast majority of
those are in cash, the very market that we are targeting with
Mondex.

McKi nsey and Co. has estimted that nore than 300
billion cash transactions occur in the U S. each year. And the
bi ggest percentage of these are for |ess than $5.

Wth that said, tinmes are changing. Electronic
transactions are expected to explode in the com ng years at a
grom h rate of about 20 percent per year in contrast to only a
two percent rise in the nunber of paper-based transactions.

This significant increase in electronic transactions
will be fueled by a nunber of factors including first Internet
comerce. The rapid gromh of the Internet as a comerci al
busi ness mediumw || increasingly generate commerce and
el ectroni c paynents between consuners and retailers.

The market opportunity for paynents on the Internet is



substantial with forecasts ranging from 10 to 250 billion dollars
by the year 2000. Unquestionably, the Internet represents one of
t he nost fundamental changes to industry in society we have

w tnessed i n decades.

Consuners, retailers, advertisers, financial services
organi zati ons, technol ogy conpanies, the |list goes on and on for
t hose enbracing the web in unprecedented fashion.

The Internet train is already barreling full steam
ahead and | eaving those not on board well in the distance. The
second factor that will fuel electronic transaction gromh are
falling technol ogy costs.

Moore's law, the notion that technol ogy costs decrease
by 50 percent every 18 nonths were said differently that
processi ng power doubles every 18 nonths has been very well
docunented in Silicon Valley.

Experience with pagers, PCS, cellular phones, fax
machi nes, and ot her technol ogies has clearly denonstrated that as
the cost of technology falls dramatically and/or functionality
i ncreases, custoners other than the early adopters will try and
use these new products.

The Internet and smart card industry are both in their
initial throes in the United States. However, as PCs, network
conputers, products |like Wb TV, smart cards and smart card
readers continue to fall in price and becone nore powerful
i nexpensi ve technol ogy options will increase and proliferate in
t he mass market.

Home- based comrerce using el ectronic appliances is on
the horizon and wll accelerate rapidly as costs continue to
decl i ne.

And the third factor that's going to drive electronic
transaction worth is a revolution in retail marketing. The nass
mar ket is being increasingly replaced by a conpetitive niche
mar ket s.

Thi s hei ghtened conpetition puts an absol ute prem um on
getting the right product to the right custonmer at the right
time. Marketing to persons or segnents of one requires
tremendous, trenendous efficiency, efficiency that can only be
acconpl i shed via very inexpensive distribution channels.

El ectronic distribution through the Internet enables
busi nesses to reach mllions of custonmers at virtually no cost.

The conpetitive playing field has been considerably
| evel ed by mnimzing the inportance of physical |ocales. Those
in the electronic comrerce and paynents busi ness nust position
t hensel ves to benefit fromthis marketing revol ution.

The growmh in electronic transactions is heavily

dependent on new forms of noney |like electronic cash. |In both
the existing physical world as well as the energing |Internet
environnent, cash will continue to be the dom nant form of
paynent .

The new opportunities for those in the paynents



business is imense, particularly in the electronic cash arena.
Wth ny remaining tine, | would now like to briefly describe
Mondex' s expected devel opnent in the United States.

To put the devel opnment of smart cards and Mondex in
context, the historical revolution of the PC industry offers a
very, very rel evant anal ogy.

The parallels between smart cards and PCS are
unm st akabl e, particularly for their technol ogi cal foundations,
m cr opr ocessor - based hardware, operating system software, and
application specific software.

Smart cards truly represent a new generation of
m ni ature personal conputers, a PCin your pocket. Less than 20
years ago, the Commbdore 64 was one of the very first hone PCS.

Despite mninmal nmenory, |limted operating system
functionality and dearth of software applications and | anguages,
the Commodore 64 was truly considered revolutionary. In |ess

than two decades, entire hardware and software industries spawned
fromthe PC s devel opnent.

We're now just beginning to witness a simlar pace of
innovation in the fledgling smart card industry. |magine that by
m d- next year, sophisticated smart card conputers with 16 K of
menmory will be available on a credit card size piece of plastic.

The recent announcenent of Miltos by key smart card
pl ayers is an inportant step in creating an industry w de
operating system standard, the so-called Wndows 95 of smart
cards.

In turn, such an operating systemstandard will greatly
speed new application devel opnent, applications that will go well
beyond paynents in el ectronic cash.

From an i ndustry perspective, the nonmentumto push
smart cards forward in the U S. is well underway. So, what does
this all mean for Mndex?

Utimately, Mondex introduces an extrenely powerful new
paynment mechanism It brings cash to the Internet. It
elimnates funbling for change in the cost of currency processing
in the physical world.

I n both environnents, consunmer access to cash reaches
the epitome of convenience, an ATMin the hone. Wen the multi-
application operating systemis introduced next year, Mondex wll
add a powerful platformthat offers val ue added applications.

Loyalty programs, digital certificates, identification
and applications not yet even conceived will nove Mondex and
other smart cards from*®“nice” to “have” to “nust have” products.

1997 and 1998 will be lab years for Mndex in the
United States. At this introductory stage of the Mondex product
life cycle, no one has a crystal ball that can predict accurately
the wi nning value proposition that will propel consuner or
nmer chant accept ance.

Consequently, different organizations will test a w de
array of propositions for consuners and nerchants to | earn what



wor ks and what doesn't work before any type of massive national
mar keting effort-- begins.

For exanpl e, Chase Manhattan MasterCard will Kkick off
the first large-scale physical world pilot of Mondex in the
United States in the fourth quarter in the upper west side of New
York City.

AT&T is already internally testing technica
i nplications of Mondex paynment on the Internet. Mndex will be
eval uated as part of a financial institution's hone banking
proposi tion.

Tests in canmpus environnments and co-branded pilots with
| arge nmerchants are also critical for assessing |long-term
success. W nust not forget that all players including Mndex
are entering uncharted, highly uncertain waters.

The sooner nore creative tests are conducted on card
di stribution, nerchant acceptance and equi pnent to nane a few,
the greater likelihood the smart card product has of geing
ultimately successful.

As credit cards did 30 years ago and ATM cards did 20
years ago, Mndex is a breathtaking opportunity, an opportunity
that can fundamentally change the way we |ive. How different
woul d your life be without a credit card?

VWhat if | took away your ATM card? Creating that sanme
feeling of indispensability for Mondex signifies the challenge in
the years ahead. Thank you very nuch.

CHAI RVAN LUDW G Thank you very much, M. Mller. M.
Nor wood.

MR. NORWOOD: Thank you. And it's a pleasure to be
here this nmorning in front of this illustrious panel and to be
able to give sone information regardi ng what's happening in
specifics with Cyber MarKk.

Long story short and not a | ot of background, basically
| was originally attached to Florida State University for quite a
nunber of years.

During the devel opnent of Florida State University, we
devel oped what has been referred to in the industry as the FSU
card conbi ni ng banki ng, tel ephony, and other types of services
wi thin the canpus including pre-paid value in what we refer to as
junk stripe technology, i.e., the old copier card format, and
took it nmuch further than that over the period from 1987 to about
1993- 1994.

During the 1993-1994 tine frame, Florida State
Uni versity was | ucky enough to receive a grant from M, take
t hat noney and devel op what was called |ater the card application
t echnol ogy center.

Fromthe card application technol ogy center, we were
able to take nmag stripe based card technol ogies nmuch further into
t he hi gher education environnent and take themto Florida State
University's canpus and explore all the possible benefits of that
type of technol ogy for cost reduction benefits and other things



wi thin the canpus.

During that devel opnment process, smart cards were
al ways tal ked about, but never envisioned to be at Florida State
Uni versity because of the cost.

During the 1994-1995 tinme period, costs started
dropping. W received a |arge donation from several conpanies to
hel p us nove forward at Florida State University in the
devel opnent of smart cards.

During that devel opment cycle, we analyzed the
benefits, pros and cons of smart cards, what they would do for
our canpus environment, and what they wouldn't do for it. The
prem se was that it would basically save infrastructure costs if
it could do things other than sinply stored val ue.

Stored value did not seemto be a triggering remark
Wi thin our canpus environnment. W were able to do it with a card
that cost 16 cents. So, why spend four, five, or six dollars a
card to take over that activity?

Needl ess to say, we were very successful in doing that,
successful to the standpoint that we were actually purchased.

The card application technology center in a sense was privatized
at Florida State University in March 1997 by a conpany call ed
Cyber Mar k.

CyberMark actually has a history from 1993 bei ng forned
by Sallie Mae Corporation in the research and devel opnment of
smart card technologies in the industry and how it may benefit
student | oan prograns and other types of activities to work
around t hat.

In conjunction with CyberMark and the card application
technol ogy center, CyberMark has been able to take both the
experiences at Florida State University, the previous R&D work
done at Cyber Mark and expand those into a far reaching program
today that we're taking across the country to other higher
education institutions.

The programtoday is a true nulti-application smart
card based programthat has been running at Florida State
University since June of 1996. W have 36,000 cards issued, four
purses, four |oyalty prograns.

V1 Internet security applications run in token
aut hentication running with neal plans and ot her process underway
as well. Those applications have worked extrenely well for us to
dat e.

We are processing in the nei ghborhood of al nost 400, 000
transactions a nonth through one of the stored val ue purses. W
have had a total card failure of I ess than 100 cards in our
al nost nine nonths of operation to date, actual true failure of
the chip within the card

So, we've proven lots of things. Nunber one, students
will certainly use this environnent if it facilitates what
t hey' re doi ng.

The adm nistration within the canpus will certainly use



it if it facilitates what they're doing which is reducing cost
associated wth cash collection processes and ot her things that
are critical to the canpus environnent.

We facilitated student services. Students today are
begi nning to access through the web using the V1 product, their
transcripts, their grades, registering for courses and doi ng
ot her things as well.

We're also currently pursuing paynent over the net as
well with the card. | guess in summ ng up this whole story to
date, we have six canpuses that are comng up this fall with the
Florida State University nodel

Each one of those canpuses is reviewing it not based on
t he purse applications, but on the other applications that cone
wi th the card.

From a Cyber Mark perspective and also from a hi gher
educati on perspective, one of the things we have been struggling
with for many years was how to take this card, give it nore
val ue, and neke it beneficial to the canpus.

We think we've done that by basically bl ending the
stored value or pre-paid value, as we like to refer to it within
hi gher education, with the banking activities to take advant age
of both of those.

At Florida State University today, we adm nister al nost
$70, 000, 000 in student loans directly to the card through our
banki ng partner which runs the card fromthat side called
Sunt rust.

The banki ng partner adm nisters the funds, takes care
of the distribution to the students, and allows themto pick them
up through ATMs or directly through their DDA account.

In the very near future starting in August and
Sept enber working with NorTel through their pay phones, students
will be able to access their DDA accounts with Suntrust and
transfer value directly to the purse within the card.

We have ot her devel opnent processes underway as well.
We are now capabl e of issuing chip cards at other universities at
a mass carding event in the capacity of 4,000 to 5,000 a day if
need be.

We prinme those cards over the Internet directly back to
a single server based at CyberMark today and are able to
initialize themat a |low cost to the students and adm nistration
of the canpus.

What does the future hold for this particular product?
We're not sure, but it's exciting. It's fun. And we're
constantly getting suggestions and new i deas from students,
faculty, staff, and adm nistrations within the canpus on what
they would like to do.

Starting July of this year, Florida State University in
conjunction with CyberMark will take the FSU card off canpus, and
it will be given to the I ocal community around us in Tall ahassee.

We expect to distribute roughly in the neighborhood of



bet ween 100 and 150 term nal devices that will allow those cards
to be used within the nmerchant base around the city. Wth that
said, we're trying to provide better service, cost-cutting
revenues and opportunities to the canpus as well.

Wth looking to the future, what does the card bring to
us in the future? W don't have an answer for that. Al we know
is that it is exciting.

As the statenents nmade earlier relative to the
Internet, | think we've only seen the beginning. | think smart
card with the price reduction that's occurring in the
infrastructure cost everyday will sinply allow us to do that.

The critical concern here for us is very basic. |If
this product is restricted to one particul ar organi zati on at
i ssuance, i.e., financial institutions, then the private sector

will not be allowed to participate as nuch as it should be.

To date, we're allowed to play. W're having fun. And
we're being very careful in the way we're adm ni stering what
we're doing. And we're following all the rules and regul ations
that we can find regarding this particul ar product today.

W're inviting folks to cone in, review what we're
doing, tell us the right way to do it, and nake sure that we
follow and conply with the laws in the future. Thank you.

CHAI RVAN LUDW G Thank you very much, M. Norwood. |'m
sure the audience feels, the panelists, and | feel that these
were very illumnating comments and gives us a feeling for where

busi ness is. Thank you both. W turnto M. Smth.

MR SMTH.  Chairman Ludwi g. Good norning. M nane is
Lamar Smth. |'msenior vice president at Visa, a Silicon Valley
based corporation.

|"mdelighted to be here today to tal k about electronic
money. Visa |ooks forward to contributing to the neeting today
and continuing to work with you as you consider the issues raised
by el ectronic noney.

| will discuss this nmorning two of Visa's electronic
nmoney products that are today in the U S. market, Visa cash and
Vi sa Travel Money. Visa has other initiatives in the renote
banki ng and el ectronic comerce areas as well.

And we have played a nmajor role in the devel opnment of
standards that enable various types of electronic noney products
to be offered. These other initiatives are discussed in the
witten statenent Visa has submtted.

And |1'd be pleased to answer here today any questions
you may have about these other initiatives. Now, onto Visa cash.

Visa cash is a pre-paid stored value card. The Visa
cash card is enbedded with a conmputer chip that stores electronic
val ue data. Consuners use Visa cash as a substitute for currency
or coins primarily for making small dollar purchases.

Vi sa cash cards are issued by our nenber financial
institutions who are each obligated to settle card transactions
for the cards they issue. On a worldw de basis, about 3.7



mllion Visa cash cards have been issued by over 60 Visa nenbers.

About 15,000 term nals that accept Visa cash cards have
been deployed. Alnpbst two mllion Visa cash transactions worth
about 8.5 mllion dollars have been conpl et ed.

In addition to the United States, which | wll discuss
in a nmonent, Visa cash pilots are ongoing in Argentina,
Australia, Canada, Col onbia, Hong Kong, New Zeal and, and Spai n.

Addi tional pilots have been announced for Brazil,
Italy, Japan, and the United Kingdom In the United States, the
nost significant experience to date with Visa cash occurred at
| ast year's sumer d ynpic ganes.

Qur bank partners, First Union, Nations Bank, and
Wachovi a produced nore than 1.7 mllion Visa cash cards for use
inthis test. Between the opening and cl osing cerenonies of the
A ynpics, there were nore than 200,000 Visa cash transactions
worth about 1.1 mllion dollars.

Surveys conducted by Visa indicate a high degree of
consuner satisfaction wth Visa cash. For exanple, alnost two-
thirds of Visa cash card holders who used their cards during the
A ynpics found their transactions with the Visa cash card
superior to cash transactions.

The only consistent consuner criticismfromthe A ynpic
test was that Visa cash was not accepted in nore places. This
criticismreflected the nature of our A ynpic test.

Vi sa and our partner banks targeted a specific merchant
profile for this test. Nanely, our focus was on having the Visa
cash card accepted at nerchants |located within the Atl anta
metropolitan area with an average transaction value of |ess than
$10 and who operated predominantly in a cash environnent.

Merchants neeting this criteria included nmass transit,
public tel ephones, quick service restaurants, conveni ence stores,
and food concessions at Aynpic sites.

The next significant test of Visa cash in the United
States will be in New York later this year, which M. Mller
referred to earlier. This test which will involve Ctibank,
Chase, Visa, and MasterCard is designed to test nerchant
termnals that accept both Visa cash and Mondex cards.

This is the first stored value card test of which Visa
is aware that features interoperable nerchant termnals. Based
on our experience with Visa cash, we believe this product has the
potential to benefit consuners, businesses, and ot her paynents
partici pants.

Consuners benefit from ease of use, convenience, and
i ncreased transaction speeds conpared to cash or checks. As |
indicated earlier, our studies have found that about two-thirds
of Visa cash users prefer Visa cash to cash

Vi sa cash al so has the potential to make possible for
t he consuner new types of transactions such as purchases over the
I nternet. Businesses also benefit from Visa cash.

Their benefits include |ess pilferage, theft,



vandal i sm and cash handling as well|l as faster transacti on speed.
Vi sa does not see any technol ogical hurdles or security related
barriers to full inplenmentation of Visa cash

The big question is whether notw thstanding the
benefits | just described, a business case can be made to support
the cost of installing a nationw de network of nerchant termnals
to accept Visa cash cards.

Capacity issues at sonme point further conplicate this
busi ness case analysis. Now, we'll nove to Visa Travel Money.

Vi sa Travel Money is a di sposable, replaceable, pre-paid
stored value card. As with Visa cash, Visa Travel Money is issued
by our nenber financial institutions.

Unli ke Visa cash, Visa Travel Money can only be used at
ATMs. Travel Money is designed for consuners to use during travel
to withdraw |l ocal currency fromany of the approxinmately 250, 000
Vi sa ATMs wor | dwi de.

Al so unlike Visa cash, Visa Travel Money is a nmag stripe
product and requires the use of a PINto conplete a transaction.
Vi sa Travel Money recently conpleted a successful pilot programin
the United States and ot her countries and is now being | aunched
on a worl dwi de basi s.

As with Visa cash, our surveys indicate a high degree
of consuner satisfaction with Visa Travel Money. Since Visa
Travel Money utilizes the existing ATM system we see no
technol ogi cal hurdles to full inplenentation of the product.

As for the future, it is inpossible at this tinme for
us, or we believe anyone else, to predict wwth any reasonabl e
degree of certainty what will happen with el ectronic noney.

For exanple, we do not know how i nport ant
interoperability wwll be to the acceptance of these products or
with the degree interoperability that can be achieved. The
upcom ng New York test should provide inportant information on
t hese questi ons.

G ven that electronic noney is still inits early phase
of devel opnent and no one knows what the future wll hold, we
bel i eve any governnent regul ation of these products at this tinme
woul d be prenmature.

Premature regul ation of electronic noney could well
have severe, unintended adverse consequences. | hope | will have
the opportunity to address this concern in nore detail later in
the day. This concludes ny testinony.

| wll be pleased to answer any questions that you may
have regarding nmy testinony here today or the witten statenent
Vi sa previously submtted.

CHAI RVAN LUDW G Thank you, M. Smth. M. Winer.

MR. VEI NER.  Thank you very much. Thank you for
provi di ng Arerican Express with the opportunity to conment on
i ndustry devel opnents to the distingui shed nenbers of this task
force.

Since 1850, Anerican Express has responded to the



mar ket pl ace' s demands for innovative products and services,
satisfying the needs of the public and the world travel er.

Qur recent activities in the area of consuner
el ectronic paynents probably reaffirnms this 146-year-old history
of providing first-class innovative products and services to
Ameri can Express custoners.

Exactly one week ago at 3:32 in the norning on June
2nd, an Anerican Express card nenber purchased a drill press from
VWl mart's web site using the newy published SET protocol.

Thi s purchase represents the first U S. Internet
transaction in which actual goods were purchased using the nore
secure SET protocol.

Less than two weeks ago, on May 28th, Anerican Express,
Hilton Hotels, and | BM began public testing of the first
inplenmentation in the U S. of multiple applications perfornmed by
the sanme chip on a smart card.

These Anerican Express and Hilton branded smart cards
are capabl e of perform ng charge and credit transactions,
el ectronic airline ticketing, storing, view ng, and updating
i ndividualized travel profiles, tracking hotel stays, self-check
in and check out at the hotel |obby kiosk, review ng the card
menber's hotel bill, making car rental reservations, and |oyalty
appl i cations.

Truly, American Express is living up to its professed
aimof allowng its custoners to do nore. As exciting as these
events are, they should be placed in their proper context.

Last year, Anerican Express sold 26 billion dollars of
its world renowned Anerican Express travelers checks. That is a
real busi ness.

By contrast, the total sales volune of all three major
rel oadabl e offerings of smart card E-purses, Proton which we
|icense, Visa cash, and Mondex, which their representative has
just spoken, totaled 26 mllion dollars.

Thus, we are still in the early stages of this brave
new worl d of consuner electronic commerce. A trenendous anount
of work still needs to be done before the paynent systens of the
future becone as ubiquitous as the consuner paynent systens of
t oday.

For American Express, this increasingly neans worKking
with others to nmake the consuner paynent systens of the future a
reality. Sonetines this neans we will be working wth our
busi ness partners such as Wal mart, GIE, and d obe Set on our SET
i npl enentation pilot.

At other times, this will nmean that we wll be working
Wi th our conpetitors such as the work we are doing in the smart
card industry with Visa and MasterCard in the interoperability
group to denonstrate to the industry technical solutions so that
a common point of sale device can be used to acconmodate al
paynment card transacti ons.

In all of our efforts, our watch words are openness and



interoperability. And in this vein, | would like to quote from
t he keynote address of the fall Internet world '96 show by Lou
Gersner, the chairman and CEO of IBM and incidentally the fornmer
presi dent of Anerican Express who said, "Let us rem nd ourselves
of how we got to this very exciting | aunchi ng pad.

The I nternet phenonenon that all of you helped to
create results fromone thing. And it's really not technol ogy.
It's agreenents, agreenents on standards.

So, one neasure of |eadership in this business has to
be whether a conpany is working for open standards or working to
erect proprietary walls, whether the conpany is working to ensure
the true prom se of any client to any server is being fulfilled,
or is working to nake it their client to their server.

A worl d popul ated by cl osed or sem -cl osed
architectures forces the consuner to choose and then pray that
t hey chose correctly. It takes away choice. And it may sl ow
down or prevent the realization of a networked world all of us
want to build for our custoners.”

Briefly turning to smart cards. First of all, what is
a smart card? A smart card is one of these things, can be
considered a conputer on a card which is capable of perform ng
bot h financial and non-financial functions.

Conpared to mag stripe technol ogy, smart cards are
characterized by vastly greater data storage capacity, vastly
i nproved data security, mnimzed fraud, and the possibility of
card hol der authentication.

On the other hand, the infrastructure of standards,
interoperability for smart cards is still developing. W
col | eague from Visa has alluded to many of the smart card
benefits, which | had prepared to discuss.

| won't discuss themin the interest of tinme. But with
these manifold benefits that M. Smth alluded to, there are a
nunber of obstacles to the expansion of smart cards in the U S
including inertia, infrastructure conversion not only at the
point of sale, but at the back end supporting systens.

But perhaps the greatest obstacle constitutes
interoperability. The overwhelm ng majority of smart card pilots
and | aunches are not usabl e outside of each specific program

For exanple, the card holders of the nuch publicized
Visa cash pilot at the Aynpic ganes in Atlanta could not use
their cards on Mondex or Proton based systens and vice versa.

In fact, Visa, Mndex, and Proton based smart cards are
usabl e by card holders only in their own |ocal inplenentations.
Addi tionally, merchants are currently forced to have two
settl ement processes for smart cards.

One for credit, charge, and debit transactions, another
for stored value transactions. Consuners and nerchants are not
going to tolerate this problemat the point of sale.

Consuners want their card to work anytinme, anywhere,
and for any function. Merchants want a single, inexpensive



termnal. A nunber of initiatives are underway to achi eve sone
greater neasure of interoperability.

They include in the communications area the global chip
card alliance of which we are a nenber, in the termnal area of
the interoperability group that | alluded to before, and the
personal conputer area, the PCSC work group, and for charge,
debit, and credit functionality, the so-called EW standard.

Wil e these and other efforts are inportant, they fal
short of what is necessary to create a truly open and gl obal
smart card infrastructure.

Sonme in the smart card industry including Arerican
Express have begun to recogni ze the need to undertake a broader,
gl obal effort to obtain the w despread acceptance, reliability,
useful ness, and cost-effectiveness of smart cards.

Such an undert aki ng shoul d seek to build, distribute,
and support an open and gl obal interoperable platformwhich
permts nultiple and diverse applications.

Such an undertaki ng woul d need to span the many
i ndustries and geographic regions that have an interest in
devel opi ng and depl oying smart card technology. For its part,
American Express is working to develop a truly multi-functiona
smart card.

One such card mi ght have the follow ng applications.
Cor porate and personal travel profile, E-purse, automated car
rental check in, electronic ticket or frequent flyer, autonmated
hotel room check in and room access, Internet and LAN access
control, loyalty prograns, electronic coupons and vouchers,
border control, charge and credit transactions, and corporate
di scounts and aut horization profile.

We are currently devel oping core applications in the
paynment area, as well as the nonfinancial areas. |In the area of
stored val ue, as sone of you may know, American Express signed an
agreenent to use the Proton e-purse for both el ectronic paynent
and el ectroni c comerce applications.

We chose the Proton system because it supports the
tradi tional American Express consuner val ue proposition. The
Proton e-purse is conpletely auditable.

It has strong systemintegrity checking. It is
scal able. The systemis designed to support nultiple issuers and
multiple acquirers. And the Proton systemis the market | eader.

On page 22 of ny witten presentation, there's a chart
which is taken fromthe April 26th edition of the Econom st,
whi ch shows that Proton has 14 mllion rel oadabl e cards issued.

Visa cash next with 1.6 mllion. Mndex with 100, 000.
That's on a worl dw de basis. Turning to the area of charge and
credit, American Express will be providing chip-enabled cards for
charge and credit transactions as part of the British banking
system s conversion of charge, debit, and credit systens to
support chi p-based t echnol ogy.

We are currently also conducting a pilot with our



partners |IBM and Anerican Airlines for ticket list travel. The
pil ot enables the smart card holders to automatically board at 21
airports representing over 80 percent of American Airlines
donestic vol une.

And of course, the hotel pilot that | alluded to
earlier constituting the first public inplenentation in the U S.
of nmultiple applications perforned by the sane chip.

These and ot her Anerican Express smart card products
Wl better serve our custoners, offer a rich conpl ement of
i nnovative and val uabl e products and services to our business
partners and provide nore profitable opportunities to our
mer chant net wor k.

Turning very briefly to the Internet-based paynent
systens, there are four types of risks for card transactions over
the Internet. The first being transaction risk which consists of
the interception of nessages.

The second bei ng gateway ri sk which consists of the
penetration of databases of the nmerchant or the financi al
institution. The third being fraudul ent nmerchant ri sk.

And a fourth being fraudul ent card nmenber risk. Over
the past few years, Anmerican Express has introduced a variety of
solutions to mtigate or reduce these risks culmnating in our
hi storic inplenentation of the SET protocol |ast week.

First American Express introduced the SSL or so-called
secure pipelines protocol to reduce transaction risk by creating
a secure encrypted session or pipeline between the custoner and
t he nmerchant.

However, the SSL protocol uses |owlevel encryption,
provi des the service establishnment with card information, and
poorly identifies the custoner.

Next, Anmerican Express inplemented an SSL gateway with
appropriate firewalls to receive card transactions fromthe
mer chant over the Internet.

In inplenmenting the SET protocol in |last week's pilot,
transaction risk and fraudul ent nerchant risk are reduced by the
custoner creating a secure encrypted envel ope with card
information which is encrypted at a higher |evel and which passes
t hrough the nmerchant w thout opening and is opened only by
Ameri can Express.

These are so-called secure envel opes. The SET protocol
further reduces fraudul ent card nenber risk by requiring the card
menber custonmer to submt his or her digital signature
certificate to both the nerchant as well as Anerican Express.

| mpl ementing SET will require the creation and
distribution of SET conpliance software and its adoption by
mllions of individual custoners.

The creation, distribution, and adoption of software
and possibly hardware by nerchants, the installation of SET
gateways by financial institutions which we have done, and the
i ssuance of digital signature certificates by financial



institutions to mllions of card nenbers and thousands of
mer chant s.

Truly the task is daunting. But the consuner paynent
systens of the future will reward the consuner, the nerchant, and
the financial institution a |like. Thank you very nuch.

CHAI RVAN LUDW G Thank you very nuch, M. Wi ner.
Thank you all for keeping your statenents reasonably brief to
give us tinme for questioning.

I"minterested in your consuner pilot experiences, that
is, the degree to which there has been acceptance. How nuch
acceptance, and where you are in the pilots?

In terns of a real roll out, what do you project in
terms of volune and usage in twd to five years, five to ten
years? So, take us a little bit fromthe pilots how the
consuners have reacted.

Where do you see the bunps in the road, if there are
any? And where do you see things devel oping? WMybe if we go
around the panel .

MR MLLER | think we can |look at that in the Mondex
environnment in several ways. | nean, the first is to |ook at
what's been happening at the international |evel.

And there have been pilots that have been running
Mondex for the |ast several years. The first |arge-scale pilot
occurred in a town called Swindon in the UK

Very recently, a very large town scale pilot was
started in a town called Gaelth up in Canada. And there are al so
sone large pilots running in Hong Kong.

In the United States, Wells Fargo began its first pilot
about a year and a half ago, a very snmall internal enployee
pilot. And that enployee pilot was really designed to understand
the technol ogy much nore so than either the consunmer marketing
proposition or the merchant marketing proposition.

Wth that said, the very first large-scale pilot wll
be this pilot on the upper west side of New York where
approxi mately 50, 000 card hol ders are targeted.

And as M. Smith nentioned earlier, the primry focus
of that pilot is to test interoperability at the point of sale.
Wth that said, where Mondex has been running around the world,
clearly consuners enbrace stored val ue and el ectronic cash for
the reasons that M. Smth nentioned earlier.

Just the pure conveni ence of being able to elimnate
your change and being able to get through transactions much nore
qui ckly provides trenendous, trenendous benefit.

And you're going to see those benefits only increase as
the technol ogy evol ves. For exanple, when you start being able
to get cash right fromthe confort of your own hone through
either the tel ephone or the PC, it really starts becom ng the
next generation of banking where you no | onger have to go to an
ATM anynor e.

You have 24-hour access to cash right fromyour own



home. And you're going to start seeing sone of these new
technol ogi es being inplenmented in the New York City pilot and in
other pilots that are going to occur.

In terns of sonme of the challenges that | see noving

forward, | think we fit on sone of the biggest ones which are
both the infrastructure challenge, and wwth the infrastructure
chal | enge particularly on the nerchant side, | think what we all

need to recognize is how do we do this cost-efficiently and very
i nexpensi vel y?

Because the fact of the matter is when we | ook
specifically at the stored value product, the economcs in the
stored val ue product are not |ike the sane sort of econom cs that
we see in the credit card environnent or a debit card
envi ronnent .

And so, that places an absol ute prem um on bei ng able
to exploit smart card technology in the fullest way that we can.
And | think that's where you're going to start seeing sone of the
differentiating factors with sone of the specific products.

For exanple, in the Mondex environnent, we've been able
to use the technology to essentially do offline, person-to-person
transactions. \Wiich if you then take that to the next level, it
means that there really is no nerchant clearing and settl enent
whi ch then obviously neans that the overall cost of the nerchant
over the long termis much smaller.

So, there are lots of things that we can do sinply
based on where the technology will take us. And at |least in the
United States, 1997 and 1998 are truly going to be years where we
test a lot of these propositions.

Because sitting here today, none of us can say which
one is actually going to drive either the consuners' acceptance
of smart cards in general or which of these products is actually
going to provide what nerchants want.

It truly is going to need to be a case where we test
lots of different things and see which ones work and which ones
don't.

CHAI RVAN LUDW G Do you have a guess where you think

we'll be intw to five years, five to ten years?
MR MLLER | think we're going to see real adoption
nore over the period between five and ten years. It's not |ike

tomorrow we're going to mass issue the entire United States
popul ation with smart cards.

There are other things that are going to help drive
that overall adoption in the U S. Things like driving the credit
card infrastructure -- and being able to have nulti-applications
on chips will certainly now make it nuch nore enticing for
consuners to have cards.

But | think you're really | ooking at massive
penetration in the U S. marketplace in the five to ten-year
period rather than in a two to five-year period.

CHAI RVAN LUDW G And do you see any difference in that



regard in ternms of the Internet versus non-Internet based
transacti ons?

MR MLLER Yes. | think the interesting thing about
that is the Internet, at least for stored value, could very
heavily drive people's desire to have a card.

I f you | ook at people who are heavily Internet focused,
t hose are your technol ogy savvy, your early adopters. Those
sorts of folks are nmuch nore likely to be taking those cards in
the short term

And so, | think if we |look at how quickly the Internet
evolves in general, the Internet could in fact wind up driving
much nore quickly people's need to have a card.

Because in the Internet space, there is no electronic
cash, where in the physical world, for the nbst part, cash does
work fairly well, and people understand it and know it. And you
have to build many greater benefits in the physical world than
you potentially do in the Internet space.

CHAI RVAN LUDW G That's very hel pful. Thank you. M.

Nor wood.

MR. NORWOOD: | guess sitting here is kind of
interesting to listen because | don't think we're in a pilot at
Florida State University. | have 35,000 real people running

around with real cards everyday doing real business with them

And t hat exceeded pil ot about June 5th of |ast year.
And at that point in tinme, | had the responsibility of making
sure that their day-to-day activities are able to take pl ace.

They're able to use their cards for purchases, cokes,
snacks, washers, driers, postage stanp machines, comng up with
t he pay phones, and then the off-canpus nerchants.

So, the acceptance within that community has been
extrenely good. The nunbers of problens have been al nost non-
exi stent, actually less than we had in the mag stripe world
initially.

VWere do we think it's going fromhere? W think that
the adoption and the type of clientele we picked using it at
Florida State University is the high-tech group. It is the
people that are used to this technol ogy.

It's the people that will do it. They play with it.
They enjoy it. And you hand it to a student today, and they're
i medi ately using it. | handed it to a faculty nmenber, and he
stood there | ooking, "Wiy should | play with this thing, and what
do | want with it?"

So, there is a real difference in this. W think
hi gher education wll be a real testing ground for this market
overal | because universities are known for doing things out in
front of the rest of the world.

And that's what's happening. Qur business focus is
universities now at CyberMark. As we said earlier, we have five
coll eges that are comng up with their cards individually.

Those five colleges are all |inked together with us.



So, those cards will work on our canpus. Qur cards will work on
their canpus. So, when we say cl osed and opened systens, |'d
like to say they are closed and sem -cl osed systens.

WIll we ever be able to work with bank cards and w |
bank cards ever work in our environment? | think that wll
happen.

But it won't happen in the next few years because of
the rules and regul ations and the strictness with which financial
institutions apply their disbursenent processes and ot her things
that nake it rather binding for us.

Starting in md-July or md-June of this year to our
incom ng freshman cl ass, we issue conbo cards. And that's an
interesting nane. But basically what it's saying is that the FSU
card is now conbining a credit card to go with it.

It matches up in functionality and ultimately the chip
wi || have encoded the credit card information within it wthin a
very short future.

The functionality is primarily, folks, what the
students and faculty and staff want. Many of our towns are
driven by university environnments. Colunbia University in the
m ddl e of New York City doesn't have nuch inpact.

Florida State University in the mddle of Tall ahassee,
Fl orida has an inpact with 35,000 card hol ders out of 200, 000.

We can i nplenent and meke things happen in that environnent. |
can't do it in a New York Gty environnent. Thank you.

CHAI RVAN LUDW G Professor Smth, you did give us a
pi cture of some of the pilots. Do you want to add to what you've
said and perhaps give us sone tinme franmes?

MR SMTH Well, let ne elaborate just a little bit.
| mentioned two different stored value products that Visa has in
t he market pl ace t oday.

One is Visa cash. And the other is Travel Money. And
| ooking at those two | think gives you sone distinctions that
need to be kept in mnd as you | ook at where all this is headed.

Vi sa cash has thus far proven itself to be very popul ar
with consuners and with the businesses that use the product. The
bi g unknown right now is the business case.

Can this be a product that can be profitably brought to
the market? And we don't know the answer to that right now  So,
we' re | ooking at technol ogy and such as interoperable term nals
in the New York pilot.

And we're | ooking at the business case for the product.
Travel Money is a product about which we are far nore convinced on
the business case side. It is being rolled out as we speak.

It is very successful around the world. And we
anticipate it being very successful in the U S  And what is the
future? Well, denn | think nmentioned the volume of traveler's
checks bei ng sol d.

And that's what we intend to capture with the
Travel Money product. Conparing the two, there are two



distinctions I would keep in m nd.

Nunber one is that stored value is not synonynous with
smart card. A smart card is a card that uses a conputer chip
rather than a magnetic strip. Visa cash is a smart card based
stored val ue product.

Visa Travel Money is a mag stri pe based stored val ue
product. So, you can have the two different technol ogi es being
used in stored val ue products.

Clearly, as | indicated, the business case for a nag
stripe product is stronger right now Another distinction that |
woul d urge you to renmenber is that el ectronic conmerce i s not
synonynous with either smart cards or stored val ue.

The SET protocol s have been nentioned by several
speakers here. The SET protocols basically are standards to be
used by software witers so that they wite software so two
different software products can talk to one another.

An SET inplenentation may very well involve use of a
mag stripe credit card or debit card to nake paynents over the
Internet. You don't necessarily need a smart card.

You don't necessarily need a stored val ue product to
use SET to nmake a paynent over the Internet. |In fact, where Visa
is right now, we're |ooking at using SET to nmake paynents over
the Internet using credit or debit cards for your |arger val ue
paynents, say over $10.

And the stored val ue product may be nost useful for
those smaller dollar or mcrotransactions over the Internet where
you cannot justify the full cost of a credit card or debit card
transacti on.

And by that | nmean, if you use SET to nmake a paynent
wth a credit card over the Internet, you're using SET to get the
purchase information to the nerchant and the paynent information
to the nerchant's bank.

But once that paynent infornation gets to the
merchant's bank, it gets entered into the existing credit card
aut hori zation and clearing and settlenent networks. That is an
i nportant distinction.

And one thing that will determne the growth of these
products will be what type of comrerce evolves on the net. |If
it's a series of mcrotransactions buying very inexpensive pieces
of information or whatever, that's going to give inpetus to the
stored value and to the smart card.

If it's nore higher value transactions buying shirts
and what ever, that does not necessarily need a stored val ue or
any mcropaynent. It may very well be done with SET inpl enenting
the existing credit card and debit card paynent. There are lots
of i nponderabl es here right now

MR VWEINER | think a point that M. Smth nmade is
very true, which is nost conpani es enpl oy whatever technol ogy
t hat serves the perceived needs of their custoners.

And whether it's mag stripe or whether it's chip-based,



what they want to do is satisfy those custonmers' needs and then
choose the technol ogy based upon it. And that's why there are
di stinctions between say the mag stripe and chi p-based stored
value and the Internet as well.

But to directly answer your question, | think what
you'll see on the smart card side, page 18 of ny presentation
|"ve gone out on a linb and actually laid it out for at |east our
best guess looking into the crystal ball on the smart card side.

And it basically breaks it down into three periods,
fromthe present to 1998; from 1998 to the year 2001; and beyond
2001. And that's our best guess. |It's an educated guess.

| think what you'll see in the near termis conpanies
that are introducing smart cards doing two things. One, testing
technology. And two, as M. Smith alluded to, testing business
cases.

And | have to agree with the thrust of the comments M.
Nor wod was making. We very definitely are of the opinion that
the future of smart cards are nulti-functional smart card, that
stored val ue al one is not enough.

And | think what you' re beginning to see in the
industry is a convergence of opinion on that with the recent
announcenent by Mondex of their nulti-operating systemand nmulti-
appl i cation.

A couple of nonths earlier than that Visa made an
announcenent about their endorsenent of Java for nulti-
application. And as |I've alluded to, we're already in the market
piloting nmulti-application cards.

So, it's going to be a question of (1) making sure that
t he technol ogy works and (2) testing the business case. And it's
going to be fiddling around with different applications to see
what adds the nost value to the custoners and where you can
denonstrate val ue.

Anot her point that needs to be made, and again it's
sort of piggy backing and expandi ng upon sone of the comments
that M. Norwood nmade, | think what you'll see is that we'll nove
fromclosed to sem -closed to sem -open to open systens.

The advantage to doing sonething in a closed systemis
greater control, and you can exam ne what's going on nore
carefully. And I think that as smart card issuers begin to get
better sense as to what they're doing, it's going to nove out
into the marketplace along that path

Wth respect to the Internet, 1'll be the first person
totell you | amnot an expert. But when | asked ny col |l eague on
Fri day, because | anticipated your question, what he asked ne to
communi cate was nobody knows for sure on the Internet.

We, Anerican Express, will be ready in the fall of this
year. But broad usage of it is very nuch dependent upon a nunber
of factors. And | think all of us would agree, we're really
dealing in uncharted territory here.

First, it's having user-friendly, interoperable



software. The second is the software being adopted by the
consuner. And the third is the issuance of digital signature
certificates to the consuner.

CHAI RVAN LUDW G | have a nunber of other questions
nmyself. But before | do that, why don't | ask other task force
menbers to see if they have any questions at this stage. |[If not,

"1l ask what | have. Anyone el se?

MR. HOVE: Let ne tal k about a couple of things.

Lamar, you talk about the Visa Travel Money. And obviously that's
a |l ot nore noney enbedded in the card than the Visa card that you
used in the d ynpics.

Tell me the process if sonmeone | oses a card and how do
t hey recover their noney? Wat are the risks for the consuner?

MR SMTH In the Travel Money product?

MR. HOVE: Yes.

MR SMTH  You're correct. The Travel Money product
i nvol ves a nmuch higher value typically. The Visa cash cards that
were used in Atlanta the maxi mum val ue that you could put on the
card was $100.

The Travel Money product, | believe the average value is
close to $1500. It is significantly different fromthe Visa
cash. Nunmber one, it is an online system

Nunmber two, it involves the use of a PIN, persona
identification nunber. So, if | go and | buy a Visa Travel Money
card, it's designed principally for sonmeone who's going to be
traveling, especially traveling abroad.

And | use that card in an ATM machine. There is an
aut hori zation and a clearing and settl enment nessage that goes
through online. | have to identify nmyself with the persona
i dentification nunber.

|f the product is lost, it is fully replaceable. And
the card holder will be given a tel ephone nunber to call, a tol
free nunber, to get a replacenent card. So, it is relatively | ow
risk to the consuner. And it's a fully repl aceabl e product.

MR. HOVE: | would ask the sane question to Bill
Norwood. How do you handle a | ost card at Florida State?

MR, NORWOOD: Florida State University has a set of
rul es how they handle things internally because they're a
university. CyberMark is reviewing in conjunction with sone of
the people in this panel as well on what the rules and
regul ati ons need to be.

Because | guess we are rather a unique duck in this
organi zati on because we're not a financial institution.

Basically, purse one has a $99.99 linmt on it which falls under
your rules and regul ati ons regarding that.

It operates as a non-PIN and PI N-based application,
i.e., if I use it on a coke, snack, washer, dryer, PINs are not
required. If | go to any of the intended point of sales where
it's accepted, PIN is required.

So, a certain portion of the value is protected within



that purse. The purse has a $20 spend limt set onit. So, that
basically in the unattended activity world, |I can spend up to $20
wi t hout having to have a PIN verified.

And after that, it does ask for a PIN verification.

So, basically, at sone point, you have to go back and say, "I
still amthe owner of this card. Here's ny PINto go with this
particular chip. And, therefore, let ne continue to spend out of
this purse.”

So, therefore, we protect up to $20. The consuner is
liable in a sense for up to $20 in loss on that chip. And we can
val i dat e whet her that has ever been used or not and replace it.

And we hot list the cards. W can actually zero them
out. So, we can take care of the consuner. Purses two and three
today are new devel opnent purses for us.

One is called a bookstore account and the other is
general neals. The bookstore account today, we're trying to set
up at a $2,000 limt in conjunction with the bookstore.

Purse two is always PIN-based and is only used in three
or four locations, specifically those selling academ c or
t ext book- based type nmaterial s.

Purse three is neals, which would be a general use
neal s purse and has $1,000 limt on it and will be, again, al
PI N- based applications and would be used in all of those places

where they take place as well. So, those are the three and
actual in-use purses today within our card.

Purse four, we haven't found a use for it yet. It's
just sitting there waiting.

COM SSIONER MORRIS:  I'mstill struggling to

understand this business right here. Mybe you are too. But |I'm
puzzl ed. Wat is the source of return on investnent?

| hear you saying that the jury's still out on that.

But are we |ooking at if | were an investor in this market, would
| be | ooking at fee incone fromthe users or fromretailers?

O would | be |ooking at float income or cost savings
fromtransaction costs or risk reduction frombetter
identification procedures? Were would I ook for ny incone
stream or ny savings strean? Can you help ne a little here?

MR MLLER Sure. On the stored value side, what |
woul d say is go back and think about the anal ogy for cash right
now. And so, essentially what |I think all of us are trying to do
is to create a much nore efficient mechanismfor dealing with a
cash-1ike product.

And so, right now, if you take it fromthe retailer's
perspective, retailers right now enpl oy cash managenent services
to actually get their cash into the bank

And so, certainly froma financial institution
perspective if we can nmake that process nuch nore efficient and
elimnate nuch of the paper handling process which is
tremendously, trenendously expensive to retailers right now, that
offers trenendous value to retailers.



On the consuner side, again we need to go back to the
conveni ence of cash. W all know right now that consuners are
very much willing to pay for the convenience of cash access.

And what we need to do is just | ook at what consuners
are willing to pay for foreign ATMs. And this is really what we
consider to be the next generation of banking in that now you
don't have to go to the ATM

You can get even greater convenience by getting cash at
home. And we believe that consunmers will be willing to pay for
part of that access, nore conveni ent access to cash.

So, certainly fromthe stored val ue perspective | think
the analogy is cash. | think as nentioned earlier, we're al
enbracing the idea that ultimately smart cards are going to have
many nore functionalities than sinply stored val ue.

And we believe there are trenmendous opportunities for
financial institutions based on their relationships, very strong
rel ationships, with both custoners as well as retailers to really
under st and what those custoners and retailers truly want and be
very nmuch a part of delivering sone of those new applications and
sol uti ons.

MR SMTH | would say fromthe perspective of the
i ssuer of the product, let's start with the Travel Money, which is
the stored value, electronic traveler's check

Travel er's checks over tinme have proven to be a very
profitable business for the sellers of the checks. One way to
look at it is | as a consunmer am paying the bank to be able to
i nvest ny noney and keep the interest incone on that investnent.

That's a good deal for the seller of the traveler's
checks. The Travel Money product basically gives all the sane
advantages to the seller of the product.

The bank that is selling the Travel Money product to its
custoners holds the funds until the noney is wthdrawn. So,
another way to look at that is to say it avoids a cash drain from
t he bank over that period of tinme before the card holder actually
uses the card.

A simlar anal ogy can be drawn with Visa cash. | nean,
it does avoid or delay a cash drain or the |loss of reserves from
the clearing transaction fromthe bank selling the card.

That being said, you know, the pricing of these
products is still unknown. The way the Visa systemworks is that
Vi sa designs a product that the nenbers of Visa around the world
can choose or not choose to issue to their custoners.

And each of those institutions prices it as it sees
fit. So, the various institutions will be conpeting with one
another in this marketplace in determ ning how the pricing works.

And the pricing may be all over the lot. Depending
upon the advantages to the nerchant, the nmerchant nmay pay part of
the price. Depending upon the advantages to the consuner, the
consuner may be willing to pay sonmething for it.

It may be a vehicle for advertising, putting soneone's



| ogo on a stored value card. This has been thought of. So,
there are a nyriad of options out there.

And clearly, the final answer has not been determ ned.
And ny guess is just as with the Visa credit card product,
different institutions will price differently. W have cases
where sone have annual fees, sone don't.

Sonme have enhancenents such as frequent flyer mles,
some don't. Sone give cash rebates, sone don't. So, ny guess is
that the consuner will have a wi de variety of choices just as he
does in the credit card product today.

MR. VEINER  Just two observations. And it's a point
that you made in your question. As we all sort of articul ated,
nobody's really been able to denonstrate, at least inthe US., a
cl ear busi ness case.

But there are two aspects to it. One is the expense
reduction. If you | ook on page 13 of ny presentation, it shows
t he experience of the French banks in the introduction of snart
cards in relation to those banks that continue to issue cards nmag
stri ped.

And what you'll see essentially is that the banks that
adopted smart cards, their fraud rate went froma little over 16
basis points to just over two basis points within the span of
about six years. It's sonewhat |ike a ski sl ope.

On the other hand, the banks that continued to use just
mag stripe were on the chairlift on the way up. And they went
from about ten basis points to about 20 basis points.

So, clearly that is one elenent of a potential business
case. There wll be sone additional -- you obviously have to
|l ook at it on the revenue side. And | think what you're hearing
fromall of us is that howit's priced it's too early to tell.

But the one thing again | would just encourage you to
keep in mnd is the fact that these cards both have financial as
wel | as non-financial functions.

And as a result of that, you' re dealing with ways of
| ooking at things that are not purely financial. Float mght be
part of it, but there may be other things as well. You're
dealing with informati on which could be useful and have val ue as
wel | .

M5. BERNSTEIN: | had a question for M. Norwod. M.
Nor wood, do you think your system which | understand to be an
expandi ng one to other canpus universes, is dependent on its
being a cl osed systenf

That is, if one of these, for exanple, a Visa card or
one of the others wanted to enter that environnment to conpete
w th your systemon Florida State, for exanple, would that be
feasible? Wuld it be a problen? Is it workabl e?

MR, NORWOOD: Workable, feasible, and possible are
really three distinct answers.

MS. BERNSTEIN. Yes, three distinct questions.

MR. NORWOOD: Technol ogy-wi se, yes. The readers we're



depl oyi ng today for our unattended type devices have three SAM
slots in themwhich, if we can all cooperate together and if we
can work together, ultimately neans their cards could work in our
readers.

But typically, what we run into is the restrictions
bei ng placed in EM/ and other things make it awfully difficult
for sonme of these other non-financial institution products to
work with them

So, it's going to be difficult to do that. Not
i npossi ble, but difficult. WII it be affordable to do that?
think the answer to that is, yes.

| think the ultimate answer here is that we will have
an installed base in certain areas that will be nuch | arger than
theirs initially. Then they wll want to cone into those areas
and work with us to further the devel opnent, the depl oynent of
stored or pre-paid val ues.

And that opportunity will be there to do that. So, |
woul d say, yes, it will work together. And, no, we will not end
up with the nmerchant hopefully being stuck with a two to three-
year solution that they ultimately have to repl ace again.

And nore inportantly, we hope that the university wll
not be stuck with a smart card-based solution that they have to
redeploy in three to five years out as well.

So, there are lots of things happening that can inpact
that. And I think you folks sitting up here can have a bi gger
i npact than any of us had dreaned. But we'll wait and see.

CHAI RVAN LUDW G Governor Kel |l ey?

GOVERNOR KELLEY: Yes. Shifting the focus a little bit
to regul ation, several nenbers of the panel had nentioned that
with the industry in its infancy and devel opnents of many ki nds
going on, it would be premature to try to do any regul atory
activity.

But we all know that down the line, it's possible that
sone needs will be clear, maybe fairly soon, abuses, consuner
protection information. | just wonder fromthe standpoint of
this group and your part in this activity, are there any
regul atory areas where the absence of regulatory clarity is
itself inhibiting devel opnents?

For instance, the uncertainty about Reg E, that one or
maybe sone ot her areas where further clarity would be hel pful

MR MLLER | can say, at |east from our perspective,
none i medi ately cone to mind. Because nost of the tinme, an
effort is really being spent, as has been nentioned earlier, on
really figuring out commercially what needs to be done to
actual ly make this happen.

And we've at | east taken the perspective to stay very
close to the various regul atory agencies who are involved to nake
sure they're very clear on what our direction is. And as well
for us to keep abreast of what your potential direction is.

But | can't think of any immediately that cone to m nd



that are actually inhibiting our ability to nove forward.

MR SMTH | would agree with what M. M1l er said,
Governor Kelley. As you know, we have been briefing your staff
at the board as well as the staff of the OCC and the FDI C and
el sewhere on everything we're doing.

And we do not see any inpedinments to testing the
busi ness case and the functionality of these products at this
time. We certainly do endorse the regul atory agenci es keeping a
cl ose watch on what's going on and hel ping us identify potenti al
probl ens out there.

But right now, this product is truly in its infancy.

No one knows what technology is going to wn the day at the end.

And we sense that there is greater risk that regulation
at this time will have a perverse inpact on technol ogy sel ection.
The downside is nmuch greater than the upside.

MR VEINER | would just add two very m nor
observations. One, we were gratified by the position that the
Fed took on Reg E recently.

The second is that we're watching very carefully the
proposed regul ations that the Comrerce Departnent is issuing on
export controls of encryption technology. Encryption technol ogy
is an enabling technology for all of the conputer-based products
that we've been tal king about this norning.

We've been gratified thus far by the position of the
Commerce Department. We're looking forward to | ooking at the
regs that are due to cone out in the near future.

MR OLIVER | was interested in your comrents on
infrastructure and interoperability because ultimately, we hear a
ot frompeople that they're confronted today with having to
deci de between investnent choices in new el ectronic systens.

W tal ked about the card reader being capabl e of
handling three different cards and those types of things and the
standards on chips. But that has to be back ended to
communi cation systens, authentication systens, and things |ike
that, all of which today | assune are proprietary to your needs.

Are there efforts going on to | ook at sharing behind
the card reader and is that the type of investnent that's likely
to lead to nore of the interchange fees and other things we see
on ot her shared systens?

MR. VEEI NER.  Wen you're tal king about
interoperability, really you're tal king about, as your question
correctly assunes, at many different |evels.

First, you're tal king about at the operating system
| evel. Then you're tal king about at the application |evel.

And when you have nultiple applications on the sanme
card, the relationship between those applications so that one
application doesn't crash the next one, then you're talking about
interoperability between the card and the card acceptance devi ce.

Then you're tal king about interoperability, the swtch.
And then you're tal king about interoperability at sonme sort of



clearing and settl enent function.

It's very conplicated. And really the thing that's
going to drive the nore rapid deploynent of this is the sooner
the industry conmes together and agrees upon open and
i nt eroperabl e systens, decisions at each of those |levels, nore
likely it is that the sooner you'll start seeing this in the
hands of nore and nore consuners.

And as | alluded to, there are a nunber of efforts that
are under way at the PC area, at the termnal area, EW which is
charge, credit, debit, and in the tel ephone area.

But in all honesty, all those efforts fall far short of
what really needs to be done. And | think if everybody

recogni zed that and actually puts sonme resources to it, | think
you' d see a nuch nore rapid acceptance of this technol ogy.
MR MLLER | would just like to follow up just

briefly on that and absolutely agree with those comments. And |
t hink one area where you're beginning to see a ot of nonentumis
in the Internet space.

Because clearly, there needs to be sonme common
standards both as far as just, for exanple, how the whol e trading
and custonmer experience process works. And we're all very use in
t he physical world.

We know how we deal with the nmerchant. That all is
starting to evolve in the Internet space. And you're beginning
to see sonme of the mmjor technol ogy conpani es cone together al
the way fromthe begi nning of creating consunmer wallet software
to all of the back end systens that interact with the financi al
i nstitutions.

You' ve got mmjor players. For exanple, conpanies |ike
Verifone and Mcrosoft and those sorts of players all com ng
t oget her recogni zing that they do need to set sone standards and
create this sort of interoperability wth existing systens if
this is ever going to get off the ground.

M5. BUCK: \Whatever role the governnent eventually
m ght take in trying to regulate this formof delivery of cash or
monetary value to individuals, do you think there's any |essons
we' ve | earned fromconparing the regulatory structure that's
there in the United Kingdomor what you were tal king about, M.
Nor wood, about you're not a bank so you're not governed by the
sanme restrictions that apply to banks?

There m ght have been sonething either in your
experiences that either advance or retard the acceptance or the
ability of you to expand the use of this technol ogy?

MR MLLER | would say fromthe Mondex experience
it's been the case that many of the regul atory agenci es around
the worl d have been raising the sanme issues.

So, there's sone confort in that, that we all recognize
what the key issues are, whether we're tal king about privacy
i ssues, whether we're tal king about how regulators are going to
actually reqgulate the specific products.



Again, | can't think of any specific exanple from any
i ndi vi dual country that has either retarded or enhanced what
we' re doi ng because | think everyone recogni zes, at |east where
stored value is concerned, the sane set of issues.

MR. NORWOOD: | guess in two cents or |less here, the
universities for many years have been kind of bouncing around
this Reg E issue with what we call closed systens and funds
received fromnom and dad dedi cated specific purposes wthin the
uni versity canpus.

And | think under your kindness you have allowed us to
continue to do sone of the things that have | et us advance our
technologies in a sense to do those things, the neal plans and
t he other things we have been doi ng.

Sonme of those have pushed the limts by extending them
of f canpus el ectronically and hooki ng up nerchants of f canpus
el ectronically and doing those things. And again, you have not
come down necessarily on those folks just to ask a few questions
occasional ly which has caused a drawback i medi ately.

But universities are really a pushing breed. They want
to continue to do things, but they also want to continue to
generate revenue and provi de services.

The rules and regulations in our particular area to us
appear to be very unclear at tines regarding sone of these types
of activities, i.e., definitions. Banks continually use the term
stored val ue.

We continually use the termpre-paid value. And to us,
that's two significantly different things. And we work very hard
at doing that because we know that one has regul atory
i nplications beyond the other we think.

But we don't know that for sure. So, that's why I
personal Iy, from our conpany's perspective, was very anxious to
work with you to define exactly what are we as an i ndependent.
Because we're not a financial institution, today.

And we want to be able to do business in this arena.
And we want to be able to grow and devel op products and
technol ogies. But typically, sonetinmes the m ndsets around EF
stop us from doi ng that.

CHAIRVAN LUDNWNG  Well, we're just about at the end of
our first panel to give us industry's viewin terns of what's

happeni ng whi ch has been very, very illumnating. W're going to
nmove in our next panel to disclosure and consuner protection.

But before we conpletely wind up, | wanted to ask one
final question. M. Smth will be on the next panel, so he need
not answer. | can get to himlater.

In terns of industry's perspective for the rest of you
that there are benefits, and you illum nated a nunber of them

are there also risks for the consuner?

You said you don't think there's a need for, although
with some definitional differences from M. Norwood, governnent
rules and regul ations at this nonent.



VWhat are you doing in terns of these systens that are a
pilot for the rest of you, other than M. Norwood's system to
protect the consunmer? What are the consuner protection things
t hat you' re doi ng yoursel ves?

MR MLLER | think there are a nunber of different
ways to answer that question. | nean, certainly fromthe
t echnol ogy perspective, | think we all agree that the worst case

scenario in this evolving industry are for consunmers to have just
a terrible experience wwth any of the pilots.

And so, | think a lot of effort has been put into
maki ng sure that the fundanental technology actually works. And
whet her we're tal king about Mondex or Proton or Visa cash, the
basi ¢ technol ogy worKks.

So, fromthat perspective, at |least we're getting off
to the right start and setting the right expectation. But then,
| think we need to go into sone of the deeper issues.

And we're taking a very proactive approach where, for
exanpl e, privacy is concerned because we know that being able to
use a smart card to potentially capture information has |ots and
lots of inplications.

And so, starting right now to understand what actually
our privacy policy should be and where it makes sense to have
things like loyalty prograns and where it makes sense to capture
centrally certain types of information, those are the things that
we're doing right nowto really understand fromthe consuner's
perspective what they really enbrace and what they don't enbrace
and to make sure that in the end gane, our technology is flexible
enough to accommodate truly what the consuners and retailers
actually need in their products and what their concerns are.

MR. VEINER A couple of points. One is much of the
wor k that we've done has been corporations rather than with
i ndi vi dual consuners. So, sonetinmes the issues are not quite as
hei ght ened.

But anong the things that we do is we wite very, very
clear card hol der agreenents and try to provide education. In
addition to that, because of our |ong-standing history in the
pre-paid or stored val ue, dependi ng upon which termyou want to
use, area, we hold all the funds that are given to us.

We cover that as a perm ssible investnent, irrespective
of whether or not it would actually fall within some of the noney
transmtter |aws.

And we treat that as a perm ssible investnent and keep
it within the very conservatively defined investnents an
institution such as ours would use for those funds that are
ot herw se regul at ed.

MR. NORWOOD: From our perspective to date, our funds
pool s managenent has been handl ed by the universities to date.

We are review ng business cases to change that, but again, we're
not sure what the regulatory issues in doing that.

But today, they're handled in the university canpus.



And they stand behind that with all the university rules and
regul ations be they public or private that apply to those funds
pools. So, they're handled wthin the university today.

CHAI RVAN LUDW G Thank you. |'msure we could go on
and on. | know |I've kept us a few mnutes |ate. These have been
very, very hel pful coments. W have | ooked at your witten
materials carefully.

| f any of the nmenbers want to follow up with witten
questions, |'msure our panelists will be pleased to answer them
Thank you very nuch.

CHAl RMAN LUDW G For our second panel, we're fortunate
to have a nunber of distinguished panelists.

Let me introduce them And then, we'll call on them
per haps using the sanme order we did this norning. Wth us in the
second panel is Mark Budnitz, Professor of Law from Georgia State
Col | ege of Law.

Mark Plotkin from Covington & Burling is here on behal f
of Mondex USA. Judy Rinearson is G oup Counsel for Anerican
Express; Margot Saunders is Managi ng Attorney for the National
Consumer Law Center.

And then Lamar Smth as | nentioned in the first panel
is back wwth us. Lamar is Senior Vice President for governnent
relations at Visa. Wy don't we start with you Professor
Budnitz?

MR. BUDNI TZ: Good norning. Thank you for asking us
here this morning. M nane is Mark Budnitz. |1'ma Professor of
Law at CGeorgia State University College of Law.

And | will be testifying here with Margot Saunders. |
will be presenting the results of a study that | conducted. And
as a result of the study, | had sone concerns about the consuner
protection inplications of stored val ue cards.

And after | make ny presentation, then Margot Saunders
wll talk about a nodel act that we drafted to provide a concrete
exanpl e on how sone of these concerns could be net.

In conducting ny study, | | ooked at the proposed
regul ati ons and gui delines and so forth that have been set forth
by the OCC and the FDIC and the Fed. And | |ooked at an Anmerican
Bar Associ ation task force and other sources of information that
| coul d gather.

| al so exam ned the marketing effort that was made by
Visa and three major banks in Atlanta during the AQynpics. Since
|'"'mbased in Atlanta, this was a convenient thing for ne to do.

| found the follow ng. Nunber one, the financial
responsibility and soundness of issuers of pre-paid phone cards
is of great concern. Several of them have gone out of business
| eavi ng thousands of hol ders of pre-paid phone cards with
wort hl ess cards.

Al so, there are reports that the Mafia has infiltrated
this business. This raises the concern obviously about the



reliability of a paynment system where you have these el enents
present .

And, of course, the question also is whether there is
the possibility of these kinds of problenms with issuers when you
| ook at other types of stored val ue cards.

And so, in our proposed nodel act, we seek to have a
provision to protect consunmers so that they will not face the
uncertainty of the solvency and reliability of the issuer.

A former vice chair of the Fed and this ABA task force
poi nted out the problemof finality and di scharge of obligation
when you use a stored value card. And it's related to the first
problem the insolvency or unreliability of the issuer.

What if the consunmer buys the card, then goes to a
store to pay for the goods, and the nerchant cannot get credit?
Can the nmerchant then go back to the consunmer and say, "Pay up."?

The consuner says, "I already paid. | bought the card.
Then | used it and had the val ue deducted fromm card when
bought those goods fromyou." The nerchant says, "Well, | didn't

get paid anything. The issuer would not honor it."

Does the consuner have to pay twice? W need law. W
need clear law. This is not just to benefit the consuner. This
al so benefits the other parties, the business side so that they
w Il know what the lawis.

They will know who has liability, upon whom|loss wl|
rest. Merchants need these answers. This relates to what M.
Ludw g was saying earlier this norning.

Are there sone areas where it woul d be beneficial to
have clarity in the law? Sure there would be. These two issues
define financial soundness of issuers and whether paynent by
stored val ue card di scharges obligations starkly denonstrate that
there's a great deal at stake here.

And again, in terns of discharge, our proposed bill
which Ms. Saunders will be tal king about in just a couple of
m nutes seeks to provide sone protection to consuners in this
regard.

M. MIller, a few m nutes ago, said what he wants to
acconplish. Wat his conpany naturally wants to acconplish is
for consuners to feel that possession of a Mondex card, or we can
broaden it to any kind of stored value card, in his words, "They
will develop a feeling of indispensability.”

| have to have this card. This is a nust have paynent
device. Well, sure. And if | were representing one of these
conpanies, | would have the sane attitude naturally.

That's what you want to do. That's what you want to
acconplish. But that is what they're going to try to have
consuners' attitude being. This is sonething | have to have.

And the students at FSU and ot her coll eges, they al so
are in a systemwhere the use of these cards is really sonething
that is a nust have paynent devi ce.

Nunmber three, fees. M study |ooked at the terns and



conditions inposed by the three banks selling stored val ue cards
during the Aynpics. Al three had very m nimal disclosures on
t he cards.

A custoner service nunber, and if the card is |ost or
stolen, the custoner is stuck with that | oss, and an expiration
date. And that is basically all the information that was given
on the cards.

Only one bank where | bought the card provided ne with
informati on about fees. And it said that if | wanted to redeem
t he unused value, it would cost nme $3 to redeemthe val ue.

There was no ot her information about fees which raises
the question, "Wre the banks, or Visa inposing, other fees, and
they just weren't telling ne?" O naybe there just were no other
f ees.

Qur bill would require disclosures in terns of fees.
Redenption. Two cards told ne nothing about whether unused val ue
could be redeened. | don't know if that neans | could or if that

means | could not redeemthe val ue.

Thi s one bank not only had sone disclosures on the
card, but also one bank gave ne a card agreenent. And this card
agreenent inposed a $3 charge for redenption

So, yes, | did have the redenption rate. |If there was
| ess than $3 on the card of unredeened value, then |I did not have
aright to redeem Qur bill would clarify just what the
redenption provisions would be that the consunmer woul d be subject
t o.

Change in ternms. This one bank that gave ne an act ual
agreenent which was in a brochure said, "This agreenent is
subject to anendnent at any tinme without prior notice and is
governed by Virginia and Federal law " Virginia | aw.

As we heard this norning, these cards were marketed
during the A ynpics so that they could be used by stores in
Atlanta. So, why Virginia was chosen as the applicable state | aw
is a question that | have.

But nore inportantly, this agreenent was not really an
agreenent at all because, as | just read, it could be changed at
any tinme by the bank w thout any notice or agreenent by the
consuner. Qur bill seeks to deal with that situation.

Number six, liability for loss of funds. As | said, if
the card was | ost or stolen, the card thensel ves had the
di scl osure that the custoner was just going to be stuck with that
| oss.

But what if there was a | oss of funds due, for exanple,
to a damaged card? Then, who suffers the loss? Nothing was said
about this on the cards or in the card agreenent.

Error resolution. Three cards gave ne a custoner
servi ce nunber, but nothing was sai d about whether there was any
error resolution procedure.

Advertising. The advertising said this card was better
than cash, that the cards are cash equivalents only superior to



cash. No nention of the fact that unlike cash the cards are not
| egal tender.

There's the risk of insolvency of the issuer. There's
l[imted or no redenption. There are expiration dates. And also,
the ads confuse the differences between these cards and ot her
payment systens.

Very qui ckly, privacy. There was no provisions at al
about privacy rates. Ten, as | said, the disclosures were very
l[imted, expiration date, custoner service nunber if card is |ost
or stolen.

Finally, there was no provision for a right to the
transaction history. Because of these concerns, Ms. Saunders and
| drafted a bill which she will now describe to you.

CHAI RVAN LUDW G Thank you very much, Professor
Budnitz. Ms. Saunders.

M5. SAUNDERS: Thank you very much for inviting nme here
today. | represent |owincone consuners particularly. And we
have a very strong interest in seeing a basic overlay of
prot ection.

Basi cal | y, because while we believe that as this new
product or products develop in the marketplace, the industry wll
make it very likely, will make the products such that there wll
be adequate consuner protections and disclosures so that we'll
all buy them

Most of these concerns will probably be addressed
initially in the marketplace. But eventually, if in fact the use
of stored val ue cards becones absolutely indi spensable to
transactions in the nmarketplace, |owincone people will be forced
to buy them

And as we've seen in the | owinconme community, the
mar ket pl ace does not work in poor areas to provide protections to
poor peopl e.

We know from our experiences with check cashers, rent
to own deal ers, finance conpanies, even high rate lenders in the
nort gage area that where consuners may be protected by
conpetition in the marketplace in mddle incone areas, they are
clearly not in |lowincone areas.

Prof essor Budnitz and I, |ooking at all of these
guestions and having heard many of the concerns about how can we
regul ate a devel opi ng i ndustry, thought we'd cone up with what we
t hought to be a fairly light overlay of regulation.

We know that the industry is not going to |like this.

But we don't expect themto. W'd |like to persuade you that
sonet hi ng al ong these |ines, however, would be appropriate.

"1l go through it very briefly. And as | do, | ask
you to keep in mnd although I"mgoing to be saying this would be
prohi bited and that woul d be prohibited, what |I'm not addressing
are all the vast areas that we are not prohibiting.

Essentially, we would start out with a stored val ue
card protection act that would apply to all multi-purpose cards



whet her they were in closed systens or open systens of any val ue
and all cards that were for single purpose for over $25.

W would require that all issuers were either regul ated
for the safety and soundness by the federal governnent or bonded
in an anount equal to twi ce the value of the sales of the stored
val ue cards in one year.

Now, everybody sitting on this panel that we've heard
fromtoday probably clearly have no reason to be bonded. W have
no reason to expect Anerican Express to go under at any tine.

But if ABC check casher begins to issue these store
val ue cards, | hope you see the need for sone kind of protection
in that way.

Fi nal paynent, flat prohibition or flat statenent.
Payment for goods or services by a stored value card constitutes
full and final paynent by the consuner.

We woul d propose no limt on the fees for the card, for
t he devices, for any other accoutrenents that are attached, no
l[imt on fees for the reloading of the card except what was
agreed to between the consuner and the provider.

So, that when you bought a card and perhaps it had a
very expensive wallet and other transactive necessary
accoutrenents, you know what your future costs will be.

W do put alimt of a dollar on your ability to
redeem We think you should always -- Anerican Express
travel er's checks doesn't cost you anything to get your noney
out. And you should always be able to go get your noney off of
t he card.

It's your noney. You already paid what it costs to get
the card. And we think there should be a very long tine limt on
the period within which you have to redeemthe noney on the card.

However, there's no |limt whatsoever that the issuer
could place on how long the card is valid to use in the
mar ket pl ace. Three nonths, three years, whatever.

But that's a very different limtation than the anount
of time that the consunmer has to get his or her own noney off of
it.

Change in terms. Either you don't change your terns
during the validity of the card, or you keep the name and address
of the people to whomyou sold the card and you send them a
notice saying, "Here's the card. Here are our change in terns."

And you have the ability wwth that one dollar fee if
you don't like it to turn your card in and get your noney off.

Liability for loss of funds. Anong consunmers, this is
an issue of trenmendous inportance. And | think the industry, we
believe the industry is so scared of regul ati on because of the
l[tability for loss of funds that we see in the el ectronic funds
transfer act.

We tried to very carefully tailor the liability for
| oss of funds to what actually could happen and what is in fact
r easonabl e.



We say the issuer nust provide consuner with
rei nbursenent when there's an error attributable to the issuer or
the nerchant's defective device, when there's fraud or m stake on
the part of the issuer or the nerchant, when there's damage to
the stored value cards and the funds remaining on the card itself
can be determ ned, when there's theft fromthe device as a result
of conputer hacking or sonme such simlar occurrence, or any other
cause when two things occur.

One, the issuer can determ ne how nuch noney is left,
and two, they can stop that noney from being accessed. W
propose a fairly sinple error resolution procedure that puts the
onus on the consunmer to cone forward. And then, when he's shown
sonet hing, the issuer would respond.

Prohi bitions. Issuers can't nmake fal se and m sl eadi ng
clains. |ssuers cannot provide personal infornmation about the
use of the card to third parties without the express perm ssion
of the consuner.

Di sclosures. W don't think they're too onerous. Wen
you initially get the stored value card, you get a brochure
setting out information about what your fees are, what the error
resol uti on procedures are, what your rights to rei nbursenent when
you | ose the funds, and how |l ong the card | asts.

On the stored value card itself, there should be the
name of the issuer, the date of issuance, the expiration, and the
nanme and tel ephone nunber of the issuer to whom one should go for
error resolution.

Di sclosures at the transaction. For transactions over
$5, we think sone kind of receipt or witten information at | east
provi ded on the screen itself. Wen it's a transaction done over
the conmputer should provide the amount of the sale, the fees
charged, and the anount remaining on the stored val ue card.

For those transactions under $5, just the basic
i nformati on of how nmuch am | spending and what are the fees that
are attached. Those can be, if it's on a coke nmachine or a
meter, all by fixed stationary signs.

And for a reasonable fee, which is obviously as
determ ned between the consunmer and the issuer, the consuner
shoul d be able to go to sone device provided by the issuer to get
a transaction history.

As | said, we don't expect industry to enbrace this
idea. But | hope you can see what we think is at |east a m ni num
| ayer of protection. Fromeverything | have heard today and
previously, | don't see howthis type protection would Iimt the
devel opment of brand new products in this marketplace. Thank you
very nmuch.

CHAI RVAN LUDW G Thank you very much, M. Saunders.

M. Smth.

MR. SMTH. Thank you, M. Chairman. As we've seen
fromthe discussion earlier this nmorning, there are a w de
variety of electronic noney products in and soon to be in the



mar ket pl ace.

Sone of these products are in the roll-out stage. Sone
are in the pilot stage, and others are in devel opnent. The
benefits and risks to consuners, nerchants, and issuers will vary
significantly across these different products.

As a general matter, this w de range of products wll
make it quite perilous to attenpt to nandate one size fits al
consuner protection rules. M testinony this norning will first
address consuner discl osure issues.

| will then turn to broader consuner protection issues
such as limts on consuner |osses. As for consuner disclosures,
Visa believes that it is entirely appropriate for there to be
different disclosures either for the sanme product offered by
different issuers or for different products.

The appropriate disclosures may depend on such factors
as the underlying technol ogy of the product or the use for which
t he product is intended.

We believe that the standards for what is full and fair
consuner di sclosure are best defined by experience in the
mar ket pl ace rat her than by government regul ation.

This point can be illustrated by conparing the
di scl osures provided for the two Visa el ectronic noney products |
di scussed earlier this norning, Visa cash and Visa Travel Money.
In the case of Visa cash, the information disclosed to the
consuner is determ ned by our nenber that issues the card.

These disclosures typically are provi ded when the
consuner purchases the card. These disclosures may be provi ded
to the consuner in a variety of ways.

Certain issuers may determine in the context of their
prograns that it is nost effective and efficient to place
di scl osures on the card itself. Oher issuers may decide to post
the disclosures at the sales |ocation or provide the consuner a
separate di scl osure docunent.

The consuner disclosures for Visa Travel Money are quite
different. At the tinme a Visa Travel Money card i s purchased, the
i ssuer provides to the consuner a detailed, witten disclosure
setting out the terns and conditions governing the card.

Al t hough these ternms and conditions wll vary slightly
bet ween issuers, all US. Visa issuers wll disclose the detailed
information listed in Visa's witten statenent.

This information will include how the consuner can
receive transaction detail for card transactions, the consunmer's
l[tability for unauthorized card transactions, and error
resol ution procedures.

G ven the significant differences between the Visa cash
and Visa Travel Money products, we believe these differing
di scl osures are entirely appropriate. 1In effect, the market is
telling us that different disclosures should be provided for
these two different products.

| ndeed, requiring a Visa Travel Money type discl osure



for Visa cash could well result in Visa cash no | onger being
econom cally viable. Moreover, based on our experience to date,
there is no conpelling need for the governnent to nmandate

el ectroni ¢ noney di scl osures.

Consuners are not telling us that they are confused
about these products. Consuners are not telling us that they
shoul d have received different disclosures fromthose that were
provi ded.

Consuners are not telling us that they should have
received their disclosures in a different way. As for consuner
protection issues nore generally, Visa feels very strongly that
consuner protection regul ations should not be inposed on
el ectronic noney at this tine.

G ven the early stage of devel opnent of these products
and the many pilot initiatives that are being tested in the
mar ket, we are confident of two things.

First, no one knows what consuner expectations are for
t hese products. Second, whatever consuner expectations turn out
to be, products will be offered to satisfy those expectations.

For exanple, if reinbursenment for a |ost or stolen
stored value card is expected by consuners, we believe products
will be available to satisfy that expectation. Products that do
not satisfy consunmer expectations sinply wll not survive in the
cruci bl e of the marketpl ace.

As | stated earlier this norning, given that electronic
nmoney products are still in their early phase of devel opnent,
premat ure consuner regul ation of these products could well have
severe uni ntended adverse consequences.

At the extrene, conpliance with premature regul atory
requi renents may sinply be technically infeasible for sone of
t hese products. For other products, conpliance may be
technically feasible, but the expense of conpliance may result in
t he product no | onger being economcally justified.

This is a particular concern for those el ectronic noney
products intended for small dollar transactions. At a m ninum
consuner regulation of electronic noney products at this tine
i kely would preclude their optimal devel opnent.

Devel opment of these products should be dictated by
such factors as technol ogi cal capability, economc viability, and
consuner demand. Not by governnent regul ation.

As | discussed earlier, these products hold great
potential to benefit consuners, nmerchants, and other paynents
participants. Premature regulatory action could well have the
perverse effect of denying consunmers and society the benefits of
advanced paynent systens devel oped in response to market forces.

In conclusion, Visa feels strongly that federal and
state regul atory authorities should refrain frominposing
consuner di sclosure or other consuner protection requirenents on
el ectronic noney at this tine.

| ssuers of these new products nust have the flexibility



to devel op and structure their products in a manner consi stent
with that response to the marketpl ace demand. This concl udes ny
testi nony.

|'d be pleased to answer any questions you may have
regarding ny testinony or the witten statenent that we provided.
And of course, I'd be glad to respond to the proposed bill that's
been put out there this norning. Thank you.

CHAI RVAN LUDW G Ms. Ri nearson.

M5. RINEARSON: Hi. [|I'mJudie Rinearson. |'m G oup
Counsel for Anerican Express. Until four years ago, | was G oup
Counsel for the Travel ers Cheques group

And in the last four years, |ife has been very exciting

because the way Anmerican Express is viewed, the stored val ue
industry is really a connection to the travelers check, which is
a paper stored val ue product.

Most of you, | hope, have seen ny sunmary statenent.
And | don't intend to spend ny brief tinme here repeating what's
in that statenent already.

VWhat 1'd like to do is talk about how Anmex is focused
on consuner needs in devel opi ng sone of these new products and to
tal k about our hopes and fears for the future and with respect to
regulation. | am however, of course happy to answer any
guestions anyone m ght have on the sunmary statenent.

When Anerican Express started | ooking at stored val ue
products, they started out by asking basically, "Wy on earth
woul d anyone want to pay for sonething today when they could pay
for it tonorrow?"

And we took a ot of time talking to consuners and
talking to our card nenbers. And we found there really were two
really good reasons. One was control

W do a |l ot of corporate cards. And we have a | ot of
corporate custoners. Many of themcane to us and told us that
they weren't happy having only a credit product and wanted to be
able to give their enpl oyees sonmething other than a credit
product, sonething that would be fixed anobunt to cover their
expenses.

Essentially, we use the termper diemcard. W're now
testing this with the governnent with sonmething we call the
governnment funds card. And for enployees, sonetines it's for
tenporary enpl oyees or contract enpl oyees who are going to be
taking a trip with $100 per diem

If it's a three-day trip, they get $300 on the card.
It's a mag stripe card. And they use it basically anywhere an
American Express card is used. However, it's not a credit
instrunment. They can't go over that anount.

We al so have another reason that people |like pre-paid
products. It's a nice way to give noney to sonebody el se. Wen
corporations are paying incentives or awards to their enpl oyees,
historically they give things like gift checks.

They have cat al ogues where they give them prizes or



gl obes or vases. Now, we have a product called the incentive
funds card.

And an enpl oyer can give thema card that's | oaded with
a certain amount of funds. A lot of tines the funds are gained
during a sales program over a couple of nonths.

So, those are two good reasons why you woul d have a
pre-paid product and not a credit product. For all of Anmerican
Express products, the heart of the agreenment is our contract with
our custoner.

A lot of people don't realize that a traveler's check
is also a contract. It comes with a small purchase agreenent
form And when you buy it, you have terns and conditions.

O course, everyone knows credit cards have terns and
conditions as well. So, when we started | ooking at these
products, the first thing we did was think about what are the
terms and conditions?

What is this contract that's going to be between us and
our custoner? | was noticing here | have a netro card fromthe
New York subway. And they don't really have terns and
condi ti ons.

| think a ot of things about ternms and conditions is
it's alittle bit cultural. | think when you nove froma token
to a card like this, you just have subject to applicable tariffs
and conditions of use.

' ve never found where anyone can get the applicable
tariffs and conditions of use. Anerican Express, of course,
we're used to terns and conditions. W're pretty nmuch run by
t hat .

So, nost of our cards do have, when you receive them a
set of terns and conditions often in a brochure. |If it is a
product that has a customer that we know and that we are going to
be sendi ng updates on their spending such as with the incentive

funds card, then we will also have an enroll nent form
And sometines there are terns and conditions on that as
well. Now, |'ve provided for the panel here sone sanple terns

and conditions at Lucy Mrris' suggestion just to give you an
i dea of the kinds of ternms and conditions we use now.

| say it with a little bit of hesitancy. You know,

t hese things change as you develop. And I'ma person who ended
up witing a lot of those. And every tine | ook at them |
t hink of sonmething else that I mght change | ater.

As we develop and learn, we are just going to find nore
things to add, nore things to change. One of the things that we
mentioned in nmy sunmary statenent was that one of the nost often
asked questions of us is, "How much is left on ny card?"

And so, one of the newest things we've cone up with on
our newest card which is a travel funds card, which is our
version of an electronic traveler's check, is it conmes with a
little | edger to help you keep track.

WIIl it work? | don't know. But we're trying to be as



responsi ve as we can, sonething besides having an 800 nunber.
So, as | said before, disclosures and contracts are the key to
t he rel ati onshi p.

That's also true for the nmerchants as well. And that's
where we would | ook to sol ve those issues.

Fears. The good news is, is that so far there hasn't
seened to be that nmuch to fear fromthis. | knowit's possible.
| was on the ABA commttee that | ooked at the commercial |aw
aspects of electronic comerce.

And we spent a lot of tine, that's what |awers are
good at, thinking of everything that could possibly happen. But
in practice, and | think this is shared by ny coll eagues as wel |,
there has been little to really show that there's a basis for
t hese fears.

So far, so good. WII| there ever be a problemin the
future? O course. W're going to have problens. But the good
news is that these products seemto be handl ed well.

They seemto be working. Custoners seemto be very
happy wwth them The fears that |1've heard about the nost, of
course, are losing noney. None of your consuners want to | ose
their noney.

On the other hand, everyone is carrying cash these
days. And there is sonmething that is not refundable. The nice
t hi ng about nost stored val ue products is the anbunt that you can
lose is limted.

You're not losing an ATM card that's going to get
access to your bank account. You're really talking about | osing
a discreet anount.

One of ny biggest fears is an industry failure. And I
really appreciate the fact that Professor Budnitz and Ms.
Saunders tal ked about havi ng sone gui dance on what to do about
nonbank issuers, the smaller issuers.

W' ve been tal king about this as well. There is a
network of |aws that regul ate non-banks in the noney transmtter
busi ness such as travelers check issuers. And there's al so been
suggestions that nonbanks woul d cone under those |icenses.

We had a recent neeting of the Money Transm tter
Regul ators Association in WIllianmsburg. And the state of Texas
actually circul ated a docunent tal king about how t hey believe
that el ectronic commerce woul d come under their state noney
transmtter |aws.

So, we're going to see not only fromthe federal side,
but the states | ooking at these areas as well. Another fear for
me is uniformty of regulation at the cost of innovation.

I"'mreally nervous about putting a square peg into a
round hole. As you can hear, our products are very different
fromthe e-purses that you' ve heard about.

And I"mvery concerned that we're going to be asked to
sonehow adj ust our products to fit sone idea of what the
technol ogy should be or sone idea of what the | aw shoul d be.



| think the nost inportant thing for consuners is that
t hey have information and that they have choice. And it would
make nme very nervous if we ended up with a world where because
all cards have to be refundable or offline cards don't have to
pay refunds that suddenly you're going to be forced into one
t echnol ogy or anot her.

To me, that's a major concern. And | think that's
sonet hing that was al so recogni zed by the Fed's report in March

Last, but not |least, we are worried about premature
regul ation. W agree 100 percent with Visa on this one and woul d
like to see instead -- and | should say that this is becom ng a
maj or i ssue anong i ndustry.

There's been a |l ot of talk about self-regulation. And
| don't know whether that will work or not. But you're hearing
it nore and nore in places |ike the smart card forum about
i ndustry getting together and recognizing the fact that since
there are not clear laws right nowthat it's up to industry to be
responsi ble, to be | eaders.

Thi s proposed regul ation, legislation, | think is
excel |l ent because it gives us sone guidelines w thout necessarily
having to have laws in place. W have to be the | eaders.

We have to be responsive to our consuners' needs. And
so, that is where | think for now industry is going to | ook.
think it's nmuch too early to actually have regul ati on.

Because it was very clear not only fromthis panel, but
fromthe earlier one that we're really in the infancy in this.
And if you start regulating now, | really think it's going to
i npact the future of this whole area. Thank you.

CHAI RVAN LUDW G Thank you very nmuch, M. Rinearson
M. Pl otkin.

MR. PLOTKIN:  Judie's conment about the New York
transportation card brought to ny mnd a question |I've always had
about the fare card locally, which is that it gives you an
opportunity to sign the card on the back.

And I'"mnot quite sure what the purpose of that is.
Along with that remark, I'll also discard the other opening
remark ny wife told nme not to make, which was to i nvoke the
saying of Sy Syns that an infornmed consuner is our best custoner.

The fact is, though, and I know that both Lamar and
Judie agree with ne on this, that an informed consuner is the
only way these products are going to take off.

All three organi zations on this panel today, MasterCard
inits capacity as an investor in Mndex, Visa and American
Express, already enjoy a trenendous anmount of consuner
confi dence.

That's a result in part over tinme of having excellent
consuner education prograns, of having financial integrity and
stability, and of delivering products that consuners want and can
af f or d.

Each of these organizations has at one tinme in its



hi story or several tines pioneered products such as credit cards,
debit cards, or traveler's checks that were novelties at sone
point in the past and that were virtually unknown to consuners
and that |acked substantial conpetition that hel ped to define

t hem

Not wi t hst andi ng those chal | enges, those products, while
at one time not at all indispensable, have becone indispensable
to the traveling public and to the consum ng public.

These products, stored value cards, present a very
di fferent kind of challenge, a much nore difficult challenge I
think for these organi zations to introduce.

And that is because there's already a substanti al
conpetitor in the marketplace. And it's cash. Cash is sonething
t hat everybody understands. They can get it at cost.

It's ubiquitous. It's available everywhere. And if
they don't |ike what Visa or Anerican Express or Mndex and
MasterCard have to offer, they can certainly turn right back to
cash at no cost to thensel ves.

Now, we've all nade sone reference to the fact that the
mar ket pl ace and market forces wll have a noderating influence on
fees and practices in our industry.

And it's not unusual, | know !l did this in college
nmyself, to come back as a consuner advocate and to point out with
di sdain that the market is in fact often inefficient because
consuners are not necessarily infornmed and are unable to nmake
econom cal ly optimal choices.

But | think that stored value cards, unlike certain
ot her types of products, including, for exanple, a pre-paid
t el ephone card, present the perfect paradigmfor self-regulation
as opposed to regulation that emanates fromthe governnent.

That's because when sonebody sells ne a pre-paid
t el ephone card that says it's worth 15 m nutes of donestic
t el ephone service, and it turns out that that's 15 m nutes of
donestic tel ephone service at 11:00 at night on a Saturday, but
it's eight mnutes at one point during the week and it's three
m nutes at another point in the week, | nean, this is sonething |
don't understand.

| really don't understand. And that's why | don't use
them On the other hand, a dollar is a dollar. And everybody
under st ands the val ue of cash

Further, notw thstanding the fact that ny coll eague,

M. MIler, who was on the previous panel, would like to see that
stored val ue cards becone indi spensable, right now stored val ue
cards are not indispensable to any consuner.

And in order to earn consunmer acceptance, we're going
to have to make them as attractive as cash, or in fact nore
attractive than cash. So, accordingly, we have a heavy burden.

W have to nmake a product that's at | east as secure as
cash, nore convenient than cash, and that offers nore val ue than
noney.



" mgoing to have to go through now and strike out al
the references | nade to infancy in ny remarks since Judie and
Lamar have covered those bases. But | guess the thing I would
really like to focus in onis that in light of this, we're not
tal ki ng about credit cards.

And we're not tal king about debit products. W're not
tal ki ng about products that can potentially link to soneone's
checki ng account, with certain exceptions at |east in the Mondex
situation, that can give soneone access to the pot of gold that
is an asset account sonepl ace el se.

When you're tal king about a stored val ue product, at
| east in the Mondex scenario, you're tal king about sonething that
really is much nore |ike cash. And keeping that in mnd, when we
start tal king about Regul ation E and el ectronic funds transfer
act type regulation, we're thinking in a box.

And it's a box that is the box of credit cards and
debit cards and the ability to access electronically consuner
asset accounts. That's not what we're tal king about here.

The fact of the matter is that we don't expect that
consuners will be wal king around wth anything nore in their
pockets than a Mondex card, for exanple, than the anount of cash
that they would ordinarily carry around, at |east we hope they
won' t.

Accordingly, the consuner risk to the extent that there
is any risk at all is about the sane as it is with cash. W
intend to limt the value on a Mondex card to about the sane
anount of noney that a consuner could w thdraw at an ATM

Again, the notion is that we want consuners to
understand that this is cash or it's like cash in any event. And
we're going to nmake sure that they know that they need to
safeguard it where it can be used, where it cannot be used.

Wt hout adequat e and thorough consuner discl osure,
detail, education, we're not going to be successful in the
mar ket pl ace.

It's easy to say on one hand that we are being offered
t hrough the stored value card act, the protection act, a form of
regulation that is relatively light, that shouldn't inpose a |ot
of costs, that really is sensible and | ogical, and we shoul dn't
as an industry argue wth.

However, as ny colleagues in the industry have al ready
i ndi cated, any kind of regulation entails a certain kind of cost,
the printing of disclosures, the printing of receipts, the
har bori ng of reserves over ten years of tinme to reinburse val ue
that may have been mi splaced or lost in the bottomof a dresser
sonmewher e

All of these things are costs that ultimtely my
destroy the industry because it will not be able to conpete on a
cost-effective basis with cash to the extent that there is
consuner confusion in the early stages when we have pilots, to
the extent of Professor Budnitz or sonmeone el se can go to Atlanta



and pick up a card and not be exactly sure what it is.

As Judy said, we're working on disclosures. W're
| earning fromour experiences in pilots. Al of these other
products are being tested nowin trials.

And as we do that, we will conme up with better and
better disclosures that ultimtely, as Ms. Saunders indicated,

t he marketplace wll respond because we wll create a disclosure
that will cause consuners to want to have this product and not
necessarily want to have cash, that they'Il find this is

i ndi spensable. W're running late. So, I'mgoing to stop there.

CHAI RVAN LUDW G Wl |, thank you very nmuch, M.
Plotkin. These are all very useful and really interesting
present ati ons.

Let's explore the legislative option that Professor
Budnitz and Ms. Saunders presented today. And |I'minterested to
know why you' ve chosen a | egislative vehicle?

There are two parts to ny question. One, |'d be
interested in the industry's response as to your rather telling
comments, at |least fromyour studies, on uniformty and | ack of
di sclosures in the pilots you' ve | ooked at and how i ndustry
responds to that.

Maybe there shouldn't be any uniformty at this stage.
And maybe that's your view, but maybe it isn't. And |I'd be
interested in coments on the disclosures.

However, assuming that there hasn't been uniformty and
t here have been instances when di scl osures have not al ways been
made, why you nove towards a |legislative vehicle as distinct from
i ndustry self-regulation or other approaches to dealing with the
i ssue?

MR BUDNITZ: 1'Il give ny answer. Then, M. Saunders
wll give hers. W have not prepared answers in advance to nake
sure that we wll be uniformor even consistent. W have our own
i ndependent vi ews.

But Ms. Saunders, in her opening remarks, | think
al ready provided part of the answer. To ne, it was telling that
my study was based on the top end, Visa, three mjor, mgjor
regi onal banks and so forth and what they were doing.

We have a great concern for the | ower incone consuner.
M. Plotkin was tal king about, well, he won't buy a pre-paid
phone card because he can't understand the pricing.

But the I ower incone consuner we fear will buy |ots of
stored val ue products and not fully understand. And hopefully
not too much will be | oaded onto those cards before they realize
t hat perhaps at | east sone of the cards are not a good val ue.

But for the |ower incone consuner, the |oss of that
value is a very severe hardship. W are worried, therefore, and
we are focusing on the needs of the | ower incone consuner.

And we are focusing on, as Ms. Saunders said, what |
call the fringe bankers who may get into this industry as well as
we have seen in the pre-paid phone card industry.



And so, when you tal k about self-regulation, then
wonder how you are going to be bringing in the fringe bankers and
how you are going to be focusing on the needs of the |ower incone
consuners which may not be the market that your particul ar
conpani es are targeting, but are being targeted by others.

We do not turn to regulation lightly, that is, w thout
serious consideration because we know it will engender inmedi ate,
| woul d say, knee jerk reaction and opposition.

VWhat we are proposing here is the nost m nimal of
regulation. Do you really object to there being terns and
conditions that are disclosed to the consuner? Do you really
object to requiring that there will be an expiration date on the
card?

| would Iike to hear what your specific objections are

to our bill in terms of these nost basic kinds of things. You're
saying the marketplace will take care of it.
Well, we have seen already in Atlanta the marketpl ace

did not take care of it. The disclosures were very inadequate.
So, that is partial response for why we turn to a nodel act.

One final point, | used to work for the Securities and
Exchange Comm ssion. And so, | was very famliar with self-
regul ation. You have the NASD

And that's, of course, another kind of a market with
very different kinds of consunmers, much better educated people
who can afford to | ose noney a lot nore easily than the | ower
i ncome consuner. And we had m xed results in terns of self-
regulation in that industry.

In some respects, it works well. In sone respects,
it's been inadequate. And other things have had to be brought to
bear to make sure investors are protected.

MS. SAUNDERS: We tried to put sonething down on paper
to get us thinking about some things. And we've already gotten
sone attacks from our coll eagues as not going far enough.

And I'"'m sure that there will be problens in the ten-
year issue that you brought up, M. Plotkin, naybe a true one
that we shoul d address.

But the reason we went to legislation is because if we
don't do legislation now, what we will have we think is in ten
years such diverse products that have devel oped with a consuner
expectation on those products that do not have uniform
di scl osures and uniform protections so that it will be inpossible
in ten years to overlay even a nodi cumof mninmal regulation |ike
we have now.

Because we' |l say now, well, Visa and Anerican Express
have these disclosures and they clearly work. Wiy force themto
make di sclosures in this different way?

And the answer will be not because Anerican Express'
and Visa's disclosures don't work, but because we need sone
uniformty to apply to the other providers in the marketpl ace.

|'ve been out of college 25 years, nore than 25 years,



M. Mark Plotkin, and I still don't say the marketplace works for
| ow-i ncome consuners. W see it with the prices charged to
cashed checks by check cashers.

Statutes governing noney transmtters are conpletely
meani ngl ess i nsofar as providing basic consuner protections to
| ow-i ncome consuners in the marketplace. Only 11 states have any
limts on the rates that check cashers can charge.

El even out of 50, 51 counting D.C. So, we think that
we need to devel op, hopefully in concert with industry, a m ninmm
| evel of regulation which will allow this industry to go forward
and yet set the floor for regulation for when other providers
step up to the plate and start providing these services to ny
clients.

CHAI RVAN LUDW G Very hel pful. Maybe begin with M.
Smth and nove around the table with regard to the industry
participants. So, what's wong whether it's in |legislation or
regul ati on or how you deal with sort of uniformty in sonme set
di scl osures?

And is there today a lack of uniformty? Admttedly,
it's just a nunber of pilot cases, but how do you respond?

MR SMTH Well, as | indicated in ny remarks, there's
a difference between a higher stored value product |ike Visa
Travel Money where we do have specific disclosures that each
i ssuer nust conply with and Visa cash which is a nuch | ower val ue
pr oduct .

And | would agree with the two people on ny right nore
than you m ght have thought in a |lot of respects. And one
i nportant respect is that | do agree with you that | ower incone
consuners will be major users as well as major beneficiaries of
t hese products.

Visa cash in particular is a bank-based el ectronic
funds transfer tool that does not require you to have a bank
account. And for those unbanked segnents of our population, this
w Il give those individuals access to bank paynent systens.

And | think they will benefit trenendously. Now, |
don't in any way question the need to debate the w sdom of
various types of disclosures.

And | think it's very healthy, as Judie said, that we
need to get this on the table. But we also have to keep in
perspective what we're about here. W have credit card paynent
systens, debit card paynent systens that have very extensive
di scl osure requirements and all sorts of regul ations.

Those paynment systens are not usable in the paynent
environments that are targeted by a product |ike Visa cash. Wy?
Because they're too expensive.

You cannot justify the cost of a credit card paynent
for a $4 or a $3 purchase in nost instances. So, what we're
trying to design is a product that can bring the advantages of
el ectroni c technol ogies, electronic transm ssion and data
processi ng technol ogies, to your |ower val ue paynent



envi ronnents.

And we go about cutting those costs in a variety of
ways. The Visa cash card in particular cuts those costs, for
i nstance, by not having a online authorization clearing and
settl ement connection between the point of sale and the acquiring
bank.

You elimnate the cost of the electronics there. You
cut the cost of the transaction. You nmake the product cheaper to
use.

Simlarly, in the clearing and settlenent process, the
clearing and settl enent nmessage on a Visa cash transaction is
truncated at Visa. That information is not sent back to the
I ssui ng bank.

A maj or cost savings. Now, we've got to | ook at
consuner disclosures in the sane context. |It's a trade off.
Consuner disclosures in the abstract are clearly an advantage, a
soci al good.

But are they a social good if you carry themto the
poi nt where they kill the product, a product that we believe wll
benefit all sectors of society, including the | ower incone.

And it's a trade off that we have to | ook at, and we
have to experinment wwth. And just as we don't know what
technologies will be the best at the end of the day, so too we do
not know now what consuner di sclosures are affordable and truly
of essential inportance to the consuner.

And all we're saying here, | believe we're saying in
conjunction that we need to experinent with this. And we're
experinmenting in a lowdollar paynment environnent. |In the Visa

cash card, the maxi mumyou can put on the card is $100.

CHAI RVAN LUDW G Thank you very much. M. Ri nearson

M5. RINEARSON: | basically agree that the cost is a
big factor for regulation at this time. Also, as | nentioned in
my earlier remarks, regulation that would automatically result in
different levels of regulation for different kinds of products
that would also, in ny mnd, be a very difficult inpedinent to
this industry for it to survive.

One of the questions that M. Budnitz asked is give ne
an exanpl e of why sonmeone wouldn't want to put, for exanple, an
expiration date on a card? Actually, | have an exanpl e.

For our pre-paid tel ephone cards that we issue, we have
started sonething called point of sale activation. It saves a
ot of noney. It neans that you're not shipping in transit
across |ines.

You' re not shipping active cards that have val ue on
them They're inactive. They're inactive in the store, in the
inventory room And that saves noney for the store nmerchant who
doesn't want to have sonething that's very costly sitting in
t heir back room

It cuts costs and saves a | ot of noney. Well, the
thing is is that you hold onto those, and when you sell them you



swi pe themthrough to activate them And then, they're active
for a year fromthat tinme, or two years fromthat tine.

So, those kinds of things you can't have a printed
expiration date on the card. The nbst you can have is sonething
like expires within two years of first use or sonething |ike
t hat .

But again, |I've seen sone proposed regul ati ons on the
pre-pai d phone cards where they've actually suggested that there
be a date inprinted on the card. And that's just not feasible.

| think the nost difficult part about regulation at
this time is that we just can't even foresee what's going to be
happening in the future on the technol ogy side.

And | guess | still lean towards at this point, just at
this juncture, |'mnot saying forever, but at this point trying
to work out some sort of guidelines together, mutually, industry
and consuner groups so that we can have products that wll neet
t he consuner's needs, but w thout inposing at this stage
| egi sl ati on.

CHAI RMVAN LUDW G M. Pl otkin.

MR. PLOTKIN:. | agree with everybody at the table that
consuner disclosures are inportant and are warranted. And that
i s sonething that each of these organizations is focusing on.

How can they educate consuners and create effective
di scl osures in an economcally viable way? | know we, at Mondex,
are in the process right now of devel oping disclosures for the
joint pilot we're doing in the upper west side of Manhattan with
Visa later this year to make sure that consuners understand what
t he product is.

At the sane tinme, and Lamar referred to this, we have
to keep in mnd that we're really on sort of a sliding scale from
credit and debit card products down to cash in terns of what
we're trying to offer consuners.

The Mondex product, for exanple, technologically the
way it was devel oped was devel oped to be very low cost, to not
requi re tel ephone comruni cation to acconplish a transaction, for
exanpl e, which increase costs, to provide the sane ki nd of
information, to provide the sanme kind of protections that are
associated wth a credit or debit card.

And | realize that that's not what's proposed. W're
proposing a considerably different reginme than a credit or debit
card. Al those things wll add costs that may make it not
viable to introduce into a | owincone or noderate-incone
nei ghbor hood.

The fact is that our target market in many ways really
are | owinconme consuners, people who use cash. Qur target market
is not people who conduct nost of their transactions using credit
cards.

Because the credit card environnent basically occupies
$10 and above transactions. Qur target market is people who want
to use this product to pay at a parking neter, to pay in a



par ki ng garage, to buy a newspaper, to buy a cup of coffee.

At the sane tinme as we're debating how nuch protection
we should |l ayer onto these products for consuner education, for
consuner protection purposes, we should al so be thinking about
what the benefits are that accrue to | owincome consunmers who
wi |l use these cards.

Those benefits include decreased reliance on the inner
city check cashers and noney order sellers. It wll include
potentially bringing in, as Lamar said earlier, unbanked
consuners into a quasi-banki ng environment.

You needn't have a branch of a bank in the inner city
or in arural area in order to use the stored val ue card,
especially if you have access to a tel ephone |ine.

This has a potential to actually bring people into the
banki ng system who don't have access to a branch right now It
has the potential to bring nerchants back into the inner city
where they don't have to worry about having cash on the prem ses.

| f you can use a stored value card, then perhaps you
can -- in fact, I'mthinking of the exanple of Scan furniture
here in Washi ngton, which actually stopped accepting cash on its
prem ses a year or two ago because they were concerned about
getting robbed as frequently as they were.

This has the potential to benefit |owincome consuners
if we can keep it inexpensive. Wthout that, we're going to
throw the baby out with the bath water.

CHAI RVAN LUDW G Ckay. Let ne ask now if any of our
panel i sts have questions. There are several others I'd like to
ask.

MR HOVE: | guess | hear fromall sides of this panel
that there is a real need for consuner disclosures, but where it
isis really the question. And Professor Budnitz and Ms.
Saunders have suggested a statute.

And | think I heard fromeveryone el se that you're very
concerned about disclosures and the ability for people to use
that. And |I'm wondering where do these things cone together?

Do they conme together in regulation or guidelines? And
how can we bring these two really opposite ends to sone neeting
point? And that's kind of what 1'd like to hear. |Is there a
common ground?

Prof essor Budnitz, do you feel that the only way to do
this is a statute or if there are sonme guidelines that would be
i ssued that puts sonme uniformty in this?

MR. BUDNITZ: M immediate reaction is who i s subject
to the guidelines. The OCC issued sone excellent guidelines.
They're only guidelines, not regulations.

And they only apply to national banks. And then the
Fed has its own banks that are subject to Fed rules. And, of
course, the Fed has to decide what to do in the Thrifts.

And there's others who are not subject. | guess
they're under the FTC. Wuld there be joint industry guidelines?



And then, what are the effects of guidelines on the fringe
bankers, on the rent to own, cash checking, whatever el se store
that's going to be issuing this?

What we have at stake is the integrity of a paynent
system In fact, a paynent systemwhich in the formof a card
may double, triple as a debit card, a credit card, and a stored
val ue card.

It all rests on trust, on the consuner's trust. O
else it all cones crunbling down. And so, just guidelines which
really have no |l egal authority at all that can be ignored at no
risk at all.

" mnot sure what we gain by that. And they would
require all these different agencies to agree in order for there
to be uniformty which nay not be capable of acconplishnment. And
so, | just have some reservations about guidelines.

M5. SAUNDERS: |'Il state what is probably perfectly
obvious that we are all taking our natural position. The
consuner advocates are saying there nust be |legislative
prot ections.

And the industry is saying, of course, no, no. |
wasn't there, but | believe | have heard that when the electronic
funds transfer act was first passed that there was a sim|lar
vehenent opposition by industry.

There are sone significant differences between cash and
stored val ue cards, especially for |owincone consuners. One is
| would proffer as another reason for legislation, |egislative
prot ection.

| f you wash your noney, wash your five dollar bill in
your jeans, whatever crunpled formit conmes out in, you can stil
go to the bank and get it back. If you want to send your ten-

year old son to the corner to get a | oaf of bread, you can send
himw th two bucks.

You don't have to send himw th that week's worth of
nmoney. And you know everybody w Il accept cash, except for Scan
furniture, but all the grocery stores.

United States currency is universally accepted to do
business in this society. Stored value cards don't have those
sane features.

Let me use again the tel ephone card exanple that M.
Plotkin raised. 1'll bet one out of all the people in this room
two, have relied on stored val ue tel ephone cards to nake | ong-

di stance tel ephone calls.

Don't we all have our nice little AT&T or M | ong-
di stance credit card? W probably do. It's only ny clients,
| ow-i ncone people, that are relying on stored val ue cards that
they get at K-Mart to make | ong-di stance calls.

And those are the cards that we're having all Kkinds of
trouble with. That's why we think there nust be a uniform
| egi sl ative response.

And we're very willing to sit down with industry and



try to work out what that response should be. The reason we put
this on paper was to prove that it could be done, not to say that
this is the end all of the regulatory response.

MR SMTH  Just as a quick aside, ny first response
tal ked about the agreenent that | have with the two people
sitting on ny right that the | ower inconme individuals wll be
anong the greatest beneficiaries of sone of these new
t echnol ogi es and t hese new products com ng on the narket.

| failed to nmention another area of substantial
agreenent. And that is in ny statenent | amtal king about m cro,
what | would call a mcro-issue on consuner disclosures by an
i ndi vi dual issuer of these products.

And | think industry can handl e these issues at the
present tinme best through experinentation and trials. Industry
cannot in itself necessarily handl e another issue that these two
i ndi vi dual s rai sed.

And that is, the financial integrity of people who are
comng into this marketplace and issuing these products.

And | think that there is a role for governnment in
maki ng sure that, as this new technol ogy, this new paynent t ool
becones nore generally used, that you don't have a situation
where an unqualified, a financially risky issuer of stored val ue
products has such a volune of that product in the marketplace and
t hen goes under and causes the holders of that product fromthat
particular issuer to lose all of their val ue.

Because that could have a substantial inpact on
consuner confidence in what may becone a maj or conponent of our
nation's noney supply, a major paynent tool.

And we've all known of exanples in history of what
happens when the general public |oses confidence in a particular
paynment instrument. And | do think that that's sonmething the
governnent should pay a lot of attention to.

|"mnot sure that legislation is necessary, but | think
we need to nmake a clear distinction between consuner disclosures
and t he bigger macro-issue of consuner confidence in what
prom ses to be a major paynent tool, a major conponent of the
nmoney supply.

M5. RINEARSON: |'mgoing to have to agree with M.
Smth once again. | alnost feel |like you ve been | ooking over ny
shoul der here. | wote down guidelines for disclosures, but
safety and soundness. | agree.

This goes to the heart of the industry. This is
sonmething that with the state noney transmtter regul ators al ways
spend a lot of tinme talking wwith themearlier this nonth.

There are |l aws out there that regulate entities that
take money fromthe public. And they do things such as
requiring, as denn Winer nentioned this norning, 100 percent of
the outstandings are held in perm ssible investnments which is
sonet hing that Anmerican Express does for its cash-like stored
val ue products.



There are licensing and bondi ng requirenments. There's
al ready a network of these laws out there. And we think that it
is fully appropriate that these kinds of |laws do get applied to
stored val ue issuers.

| do want to point out one issue, one of the things
that Bill Norwood who was from Cyber Mark nentioned.

There is a difference between, | guess a cash-like
product as opposed to pre-paynent for goods and services.
guess |1'd be a little nervous if any store that wanted to issue a
gift certificate that suddenly they're going to have to get
i censed.

If you're only dealing with a pre-paynent for goods and
services, then to me that's a different matter than having a
cash-1i ke product where you receive cash and you pay back cash
So, that's at |east where | would draw the line for the
I i censing.

MR. PLOTKIN: Just to get nmy two cents in as well. |
too amafraid | have to agree, which |I hate doing. But | agree
that where the risk is, and |I've taken exception to the proposed
| egi sl ative sol ution.

And |'ve taken exception to it because we know that we
wi Il not be abusive in the marketplace. And we know that our
col | eagues at the table wll not be abusive in the marketpl ace.

But the fact renains that there are others out there
who could cone into the marketplace and who coul d abuse consuner
confidence. And it would hurt all of us.

Part of our objective, the objective of Mondex and |I'm
sure of Visa and Anmerican Express as well, is to set a high
standard in the marketplace in terns of consuner disclosure so
that we generate the kind of consumer confidence that nakes
peopl e want to buy these cards and make it a good deal al
ar ound.

But there is, unquestionably I think, a place for
governnment at all levels, state/federal, to nmake sure that those
on the margin who conme in and try to ride on the successful
efforts of the Mondexes and Vi sas and Anerican Express out there
don't take advantage and steal away in the m ddle of the night
wi th people' s val ue.

M5. BERNSTEIN: Yes. | guess in the interest of very
full disclosure, ny daughter lives on the upper west side of New
York. And for that reason, |I'mparticularly interested in that
pi |l ot program

And nore seriously, | wanted to ask two questions about
it. The first is, and you've all nentioned the need to
experinment. | know it's under devel opnent, so I'mnot going to

ask what disclosures are underway because | know there wll be
sone.

Are you al so contenpl ati ng perhaps segnenting the
possi bl e cust onmer base so that different disclosures could be
used for different populations in order to test them and see



whi ch are the nost effective or the nost burdensone?

And secondly, what kind of follow up do you contenpl ate
for after the fact, both in terns of the overall satisfaction,
but nore particularly on the useful ness of disclosures and which
formats and where they were used?

That woul d be hel pful to all of this group in
eval uati ng what future needs are.

MR, PLOTKIN. First, | amnot sure w thout going back
and checking with ny col |l eagues at Mondex whether we are pl anning
different kinds of disclosures for different popul ati on segnents
in the upper west side pilot.

However, now that you nention it, that actually seens
like a very sensible notion. And it may be that others, nore
t houghtful than I, at Mondex are now preparing that.

But it's sonething that we ought to tal k about because
it would be helpful for the second part of our pilot which is to
follow up with surveys of nerchants, custoners, and the
participating financial institutions to find out what their
experiences were, where they had confusion, what we m ght do
differently.

And hopefully, we'll get a mark up from peopl e of our
written disclosures so we can get a sense of what we could do
better. But the notion that we mght try out different
di scl osures on different market segnments sounds |ike a very
val uabl e i dea.

MR SMTH  Well, an opportunity to disagree slightly
on an issue. |I'mnot conpletely famliar with all the details of
the New York pilot. And sone of them have not been worked out.

But et me give you an exanple fromthe Atlanta pil ot
with Visa cash. A mgjor way of dispensing the Visa cash stored
value card in Atlanta was through free-standi ng ki osks where
anyone can walk up like a nmetro fare machi ne and put your cash in
and get a Visa cash card back

You really can't distinguish anong segnents of the
popul ation that m ght walk up to any given kiosk. And | just
don't know how you woul d do that.

There are advantages again to doing it through
distributing the cards in this fashion. [It's a very inexpensive
way to do it. One of the issues that you raised, Professor, was
privacy in these card transactions.

I f you want absol ute privacy as to your expenditures,
all you have to do is buy your stored value card through a ki osk
Now, under the Visa system we can account for every single
transaction on that card.

We can go back and reconstruct all the transaction
detail. But if someone purchased that card at an unattended
ki osk, we have no idea who that individual was. So, you can
achi eve absolute anonymty that way. And that is an advantage.

MS. BERNSTEIN. But that wouldn't necessarily keep you,
would it, M. Smth, frommaking different disclosures at



di fferent kiosks? The transaction would be the sane.

MR SMTH | guess conceivably in the upper west side
there may be sone ki osks that woul d be frequented by one group.
Anot her ki osk by anot her group.

But I'mjust saying there could be a potential problem
It's not a process like a credit card or a debit card where you
necessarily know who the individual is and can design your
di sclosure in light of that.

MS. BERNSTEIN. It was nerely a question on ny part
since we're all sort of struggling | think together in terns of
under st andi ng that consuners do need the information and what the
best ways may be to obtain it.

MR. OLIVER To what extent do you see, in talking
about self-regulation, the terns, conditions, and disclosure
thereof as a marketing tool that could produce product
differentiation between conpeting products?

M5. RINEARSON: | think there's definitely an
opportunity for that. And again, | guess Anerican Express |ikes
to pride itself on the fact that we al ways have full ternms and
condi tions, plus 800 24-hour custoner service nunbers.

But if you go seriously down the self-regulation route,
| guess the way | would foresee it would be, and this is just
sonething |'ve been thinking about, would be sone sort of seal of
approval or synbol or sonmething on a card or on the terns and
conditions that the card hol der woul d know t hat whoever is
carrying this card has guarantees that it's refundable or
guarantees that it's licensed, or guarantees that it provides 24-
hour custoner service.

So, froma marketing point of view, you could actually
mar ket, "Look for this label. It neans quality." That's just an
i dea.

MR SM TH. Just stepping in, and | promse that | did
not ask M. diver to ask that question. | would say that's the
beauty of a systemlike the Visa cash system where we have
desi gned a fundanental product.

And we have the back end processing technol ogies to
make the product work. But each individual issuer of the Visa
cash product can set the disclosures nade to its custoners.

And believe nme, this is a very conpetitive marketpl ace.
| f one particular issuer is not giving disclosures that consuners
feel adequate or even a sub-group of consuners feel adequate,
there is another issue of who is going to identify that as a
mar ket ni che and exploit it.

And | think if I understand what you were driving at,
can the marketplace itself determ ne the appropriate trade off
bet ween cost and disclosure, | believe at this point in tine
every indication is, yes, the market can address that problem
And | think it should be given the opportunity to address that
pr obl em

M5. SAUNDERS: Well, | conpletely agree. | think the



mar ket pl ace will drive the devel opnment of this product. And
that's our point, that it will only develop if Anmerican Express
and Visa make a product that the people sitting at this table
find useful.

And that's exactly our fear, that they will develop it
on its own, on their own, and probably in very diverse ways. And
then when ny | owincone client wants to go and buy the product,
now they may go across the line or they may find the Visa product
or Anerican Express product in their community, but they may al so
not .

The United States Congress in 1980 deregul ated interest
rates on first nortgages. |[|'ll bet everybody in this room
under stands the inpact of interest rates on their nortgage and
shopped very hard for a first nortgage to get the | owest nonthly
paynment and the best nortgage for them

That is not happening in the | owincone comunity. The
mar ket pl ace i1s not working there. W have seen clients all over
the country in state after state that have abusive |oan terns and
are losing their honmes at a higher, faster rate than has been
seen in this country in decades as a result of the deregulation
of the marketplace and the reliance on the marketpl ace of
addressi ng these probl ens.

It works, | agree, to sone extent anong m ddl e-i ncone
consuners. But our point is, and | know I sound |ike a broken
record, but our point is it doesn't work in the | owincone
mar ket pl ace.

MR. PLOTKIN. 1'"Il also just add in that from our
perspective, the difference between abusive |loan terns or the
potential abuses in the securities industry are quite different
and require considerably different consuner education than the
di fference between a $20 bill and a $20 Mondex card.

Qur sense is that it should be reasonably clear to
consumers whether they are better using a $20 bill or a $20
Mondex card.

We think that, and this is where ny conpetitive
instincts will come out as have ny coll eague's here, both within
Mondex which is going to be conprised of many different nenber
institutions each of which will be issuing their own Mdndex card,
there will be conpetition to distinguish thenselves in the
mar ket pl ace.

There will be conpetition between Mondex and Vi sa and
Anmeri can Express to distinguish thenselves in the marketpl ace.
do think that there will be considerable fallout and shakeout in
the industry, that there will be an evolution toward the kind of
consuner disclosures that make sense.

But | also think that when we're tal king about a
product again on this end, and Lamar expressed it better than
did or than | can really, we're tal ki ng about sonething that
we're trying to keep i nexpensive, as close to cash as possible.

And for that reason, | believe that as |ong as we keep



things sinple, it wll be easier and nore able for consuners to
make the kind of distinction and choi ce between these products
than they can between sonething that is much nore conplicated
i ke a 30-year nortgage or a security for that matter

MR BUDNITZ: | was wondering if | could address one
issue that came up in terns of the safety and soundness of the
i ssuers. And there was frequent references made to the noney
transmtter |laws that sone states have adopted.

| have not done a 50-state survey, but fromthe few
states that | have | ooked at, there's a wide variation in terns
of the requirenents placed upon noney transmtters that sone
states are much nore restrictive than others, nore protective
t han ot hers dependi ng upon your point of view.

And so, what | would stress is that what you cannot do
is say, "Well, the states have noney transmtter laws. As |ong
as those laws clearly cover stored value cards, then that problem
is solved."

Because it's not solved at all. Wde variation, sone
states very weak. Just in quick reference to sonething M.
Plotkin I think just said in terns of consunmers know ng the
di fference between cash and Visa cash

The very nanes of these products, calling them cash
when they're really not cash at all is of great concern to ne.
Whet her it's called Visa cash or Cyber cash or e-cash, it's not
cash in the sense of currency.

And | think if we did a poll even anong rather well -
educat ed consuners, we would find that they are not aware of the
federal statute that enbodies the |legal tender rule. |In fact,

t hey' ve never heard of it unless they' ve taken economics in
col | ege.

And so, there are very vast differences. W, the
experts, don't even know all the consequences of those
differences. And to say that consuners know the difference anong
all these systens, | think, is inaccurate.

CHAI RVAN LUDW G We're running a little over our tine
break for lunch. But if any other nmenber of the task force has a
guestion, I'msure our panelists wouldn't mnd staying a bit.

Are there any ot her questions?

MR. MARQUARDT: |If you don't mnd, this could take us
far field. And | don't nmean to do that, but just to signal the
issue. As | understand your draft bill, it would cover primarily
stored val ue cards.

The question really nmuch broader than that is, what
i nplications would the concepts behind your bill have for the use
of stored value cards over the Internet or Internet stored val ue
paynment mechani sns nore generally?

| assune you're concerned about sone of the same issues
in that setting as in the card setting. And | just would be
interested in your views, Professor Budnitz or Margot.

MR. BUDNITZ: You're quite right. Sone of the sane



concerns are present. | was going to say, yes. But that's nore
m ddl e-cl ass, upper incone because you're tal king about conputers
and I nternet.

But that's not true either because, for exanple,
President Cinton is nmaking a big push to have conputers put in
schools all over the country. And | know that in ny area you
have public libraries that are putting in conputers wth nore and
nore capability.

And so, it is an issue that involves the | ower incone
consuner as well. W have to explore those issues. There have
been at | east reports of paynent system probl ens using the
| nt ernet.

And it brings in, as was nentioned earlier, whole
i ssues of digital signatures and electronic records, a whole
other area. And so, yes, the short answer is there are
inplications as well for Internet, banking, and paying for goods
and services. And these need to be explored as well.

CHAI RMAN LUDW G Vell, | want to thank our panelists
today. These really have been excellent presentations and
hel pful answers to questions. |I'msure we'll be speaking in the

future.



A-F-T-EERNOON S ESSI-0ON

CHAI RVAN LUDW G Wel cone to the afternoon session of
our first day of public hearings on electronic noney, the
consuner aspects of same in particular.

This afternoon's first panel wll be on issuer
financial condition and reliability. W had tw excellent panel
di scussions this nmorning. This, | think, will be really quite
interesting and topical.

Because there has been a nunber of reliability issues
relating to phone card issuance in New York which has been
topical. And, of course, there have been historically issues
with regard to noney order firms that have failed and consuner
wel | -being in that connection.

Let me introduce our panelists. W're honored to have
wWth us this afternoon a nunber of distinguished panelists.

Ezra Levine, fromthe law firmof Howey & Sinon, is
here for the Association of Mney Transmtters. John M Lew s,
President of the Bank of Fayetteville, is here on behalf of the
Anmeri can Bankers Associ ati on.

Bill Norwood, Vice President for new business
devel opnent of CyberMark is back with us this afternoon. Mark
Plotkin of the law firm of Covington & Burling representing
Mondex USA is here again this afternoon.

And Janice Shields, who's the Director of the Institute
for Business Research is with us.

| propose we proceed as we did this norning going
around the panel this way.

And if you could try to keep your remarks to about five
mnutes, that will |eave plenty of time for questions. M.

Levi ne, perhaps you m ght begin.

MR. LEVINE: Thank you, Conptroller Ludwig. M nane is
Ezra Levine. And |I'mhere today fromthe Washington | aw firm of
Howey & Sinon. | have a terrible cold, representing the nonbank
funds transmtters group.

Now, the nonbank funds transmtters group i s conposed
of the | eading nonbanks in the United States which currently
issue traditional, |lowtech, paynent instrunents |ike noney
orders, traveler's checks, as well as consumating el ectronic
funds transactions |i ke Western Uni on and Moneygram

Sonme or all of these conpanies are now getting invol ved
in the nore high-tech products, smart cards, Internet
transactions. Al of these conpanies are vitally interested in
the shape of regulation, whether that's at the federal or the
state | evel

And all of these conpanies are |licensed under the state
safety and soundness |l aws. Now, one of the reasons | wanted to
talk today, and I'mvery pleased that the consuner el ectronics
paynments task force asked nme to cone and speak today, is because
this group, and | in particular, have been involved for the |ast



ei ght years in the continuing evolution of the state safety and
soundness | aws.

It's very inportant to renmenber that fromthe safety
and soundness standpoint, the federal governnment which has had,
to one degree or another | think it's fairly safe to say, a
pervasive regul atory influence in the oversight of depository
institutions, has alnost nothing to do with regard to the safety
and soundness regul ati on of nonbanks.

Now, historically, about 45 states have over the years
promul gated state sale of checks | aws which were the first
iteration, which evolved into sale of checks noney transm ssion
| aws.

And about six or seven years ago, the states got
together, and these are of course the state banking departnents,
and formed the Money Transmtter Regul ators Association to | ook
at issues involving uniformty of regulation and how does one
enhance regul ation in order to ensure that consuners are
pr ot ect ed.

There is, in fact, the nodel act. The nodel act has
been adopted in many states. The goal of both industry and the
state regulators increasingly is to achieve to the maxi num extent
practicable a degree of uniformty.

| was reading earlier, in advance, sone of the comments
that were filed, the American Bankers, M. Lewis' statenent and
ot hers where people say generally, "Gee whiz, in the nodern world
that's occurring with the advent of new technol ogy, it's
inportant to protect safety and soundness just |ike banks are
protected.”

We don't disagree as nonbanks. W think nonbanks
shoul d be regulated. The infrastructure exists. And one
i nportant point that we always tell people, because nost people
particularly at the federal level, don't understand state safety
and soundness regul ati on.

But for any nulti-state |icensee, any conpany that's
going to do it on a large-scale in nore than one state, you're in
ef fect always bound by the law of the strictest state.

And the maj or popul ace states |ike Florida, California,
New Yor k, Texas have very, very simlar, fairly strict regulatory
schenes involving on-site exam nation at | east once a year by
state banking regulators, often of whomare fol ks who had wor ked
one tinme or another either for the Fed or the OCC in an earlier
lifetine.

But what they're | ooking at are the exact sane safety
and soundness concepts including net worth, liquidity. Bonds
have to be posted.

And nost inportantly in about 20 states now,
perm ssible investnents, which is a very key concept neani ng
having a nenu of permtted, that is to say perm ssible
i nvestnments on the books of the corporation equal to on a dollar
for dollar basis the outstanding instrunents or transm ssions.



So, it's in effect 100 percent reserve. So, that's an
inportant factor. And | think ny five mnutes may have el apsed.

CHAI RVAN LUDW G  No. That's all right.

MR. LEVINE: |Is that all right? Gkay. But we believe
t hat noving forward, one can argue, and the Conptroller has
chided me in the past when |'ve presented simlar sentinments to
the OCC, that isn't this really a bal kani zati on?

And do we want a bal kani zati on, nmeani ng havi ng the
states do it rather than the federal governnent? | think
certainly with regard to smart cards, smart cards are akin it
seens in nmy view in many, nmany respects to paper instrunents.

They're not the sanme. They're not identical. But
they're in nore ways simlar than they're different, | suspect.
There's no reason to think that the state laws can't work.

In fact, Texas recently has issued a ruling indicating
that a smart card or a stored value card issued in an open
envi ronnent by a nonbank is absolutely subject to regulation
under the Texas sale of checks | aw.

Internet transfers, | think, are a far nore conpl ex
i ssue because | think the bal kani zati on argunent frankly may have
far nore nmerit with regard to Internet transactions.

Because in fact, one wonders in fact since nost of
those transactions are certainly national, if not international
in scope, how you regulate themat the state level is very
difficult.

Al t hough, obviously there are certain Attorneys General
who are certainly |ooking at the nexus for regulation of Internet
transactions in the area of pornography and perhaps nore
inportantly for states regul ati on of ganbling.

| guess it's Mnnesota | think is taking the first
steps in that regard. And Mssouri is also. So, | suppose you
can argue that the |l egal nexus may very well exist even for the
states to |l ook at that.

The states, by the way, through the Money Transmtter
Regul at ors Associ ation are about to forman informal task force
to begin | ooking at what they ought to be doing in terns of
recommendi ng anendnent to the existing nodel in order to
enconpass perhaps Internet transactions.

VWhat | always tell the states when |I'mrepresenting ny
clients is, and | say this always to new upstart conpani es,
"Look, it seens to ne you don't want to be unlicensed."”

And the reason you don't want to be unlicensed is
because, particularly in new technol ogies, there's bound to be a
failure in an open systemif you're a non-bank.

And once there are failures of any size, mgjor
failures, and it's going to happen, politicians are going to junp
on the bandwagon. O course, what | tell the state regulators is
they're going to | ook at those state banking officials and say,
"Where were you? What did you do? You knew about this. You did
not hi ng. "



And then we're going to have bad |law. That actually
happened in the noney order arena in California many, nmany years
ago, probably m d-1980s when there was a failure.

And again, Conptroller Ludwi g nentioned earlier
failures in the noney order arena. There really have been very,
very few since |I've been doing this which is about eight years.

|"msort of a recycled antitrust |lawer. Sonething you
can relate to. The | guess recent experience had been universal
money orders, Crcle K, a few But alnost no one in recent tinmes
has really | ost noney, because in fact the states have done a
good j ob.

There's a significant anount of oversight. And | think
the nodel there is good even if it becane a federal nodel for
nonbanks.

| believe that safety and soundness regul ati on makes
sense. | think collectively, whether it's the states or the
feds, soneone needs to do that.

And | think an energing industry needs it too. Made
all these clains about, "Ch, ny God, you're going to really
hi nder the industry, and the industry won't grow." That could be

true, | suspect, if it's Internet transactions.

One needs to be very, very careful. But | think for
smart cards, stored value cards in an open systemthat's
different. | think it really is different because | think that's
very, very simlar to existing instrunments, what | call |owtech
t echnol ogy.

CHAI RVAN LUDW G Thank you very much. | appreciate

that presentation. M. Lews.
MR. LEWS: Thank you, M. Chairman. Ladies and

gentlenmen, | appreciate this opportunity to present our views
before you this afternoon.

| am John Lewis. |'m Chairman of the Bank of
Fayetteville in Fayetteville, Arkansas. And this afternoon, 1'd

like to focus on the public policy questions raised by the
transition to a paynent systemthat's based on electronic blips
rat her than paper currency and checks.

This transition represents a maj or change in our
nonetary system and the way that it is handled by both the
public and private sectors is critical to the future strength of
t he econony.

It is a matter of national concern, conpetitiveness of
our econony in a global marketplace. M goal today would be to
stinmulate a di scussion of how we get fromhere to there.

How do we facilitate this transition? How do we fit
the new electronic world into the existing framework of | aws and
regul ati ons that defines the paper-based systenf?

At this point, there are nore questions than answers,
very simlar to ny five-year old granddaughter. She has nore
guestions than | have answers. But she's going to have to have
answers soon.



But at neetings like this the basic questions can be
t horoughly and openly discussed. And | hope sone answers w ||
soon take shape. Last year, | participated in the American
Banker Task Force that | ooked at retail paynent systens issues.

The task force reported highlights fromfour thenes,
mai ntai ning the integrity of paynent system protecting the
i nterest of consuners, pronoting a conpetitive environnment, and
achi eving a bal ance between the free market and regul atory
i nterests.

The integrity issue got top billing fromour task force
because a safe and reliable paynent systemis absolutely critical
to a nodern econony. Electronic paynment instruments |ike stored
val ue cards are noney by any of the usual definitions.

As their use grows, the failure of an issuer will have
the potential to derail the financial settlenent, or the final
settlenment, of thousands of transactions and | eave consuners with
deval ued or worthl ess paynent instrunents.

It may not cause an overall systemfailure, but it
woul d cl early shake public confidence in the paynent system and
could interrupt consuner spending.

So, a key policy question is who should be allowed to
i ssue el ectronic cash and under what conditions and basically
shoul d they be regulated? Cearly, any issuer nust neet high
standards of financial soundness and responsibility.

Banks, by the nature of their charters and their
ext ensi ve system of regul ati on and supervision, neet this task.
But what about other financial institutions |ike broker dealers,
i nvest ment conpani es, and i nsurance conpani es?

VWhat about commercial firnms? How could we assure that
t hey nmeet the same high standards? Wuld we need a whol e new
regul atory structure? Does it nake sense to apply a bank type
nodel to this regul ation?

Let's think about that for a mnute. The bank nodel
relies on a conplicated system of supervision and regul ation.
And this nodel does not translate well the non-banks.

How coul d we assure that regul ati ons would be applied
equal | y across banks and nonbanks? What about differences in
assets between banks and nonbanks? How woul d capital standards
be applied and what woul d the organi zati onal structure be?

What about applying an SEC type nodel based on
di scl osure? After all, electronic paynent instrunments have
characteristics very simlar to securities.

But how many consumers are going to read a prospectus
every time they buy a $50 smart card? How many woul d under st and
even if they did? Conplications like these |led our task force to
conclude that with limted exceptions third party instrunents
shoul d be issued only by banks.

And |l et me add two nore observations. First, this is
basically the way that it works today. Banks issue third party
paynment instrunments. And second, the European central banks



| ooked at this same question and canme to the sanme concl usi on we
di d.

Before closing, let ne nention a few ot her key
considerations. First, the traditional consuner concerns,
liability, unauthorized access, exposure to fraud, fees, privacy,
and finality of paynent wll not go away in an el ectronic world.

These concerns nmust be addressed to pronote acceptance
of new products and mai ntain successful banking rel ati onshi ps.
Second, we nust find appropriate bal ance between narket forces
and governnent regul ation.

W will all best be served by keeping the regul atory
envi ronnment as sinple as possible consistent with the need to
safeguard the integrity of the paynent system and the interest of
CONSUIErs.

And third, we must recogni ze that paynent systens are
international. The United States does not and cannot operate in
i sol ati on.

We nust participate in ensuring safe, secure, and
efficient paynent services in a global arena. Just in case |
have not rai sed enough questions here today, |et ne conclude by
summari zing what | believe are the key public policy issues.

How can we protect the integrity of the paynent systen?
Who should be allowed to participate and under what type of
regul atory oversight realizing that no one benefits if the system
br eaks down?

How do we assure that consuner's rights and privacy are
protected? And what |evel of governnent involvenment is necessary
or desirable? Throughout history, the issuance and protection of
currency has been the providence of governnents.

| hope together that we can find an answer. Thank you.

CHAI RVAN LUDW G Thank you very much, M. Lewis. M.
Nor wood.

MR. NORWOOD: Thank you again for having nme in today.
And after listening to the two brief |egal definitions here, |
realize I"'mtotally in the dark

But long story short, froma higher education and
university standpoint, we follow a set of rules and regul ati ons
depl oyed on us by typically the state of Florida as has been in
the past with us and the university as well as the division of
banki ng and financing for the state of Florida.

The progranms that were deployed up to date at Florida
State University have been, up until 12 nonths ago, reviewed by
t he division of banking and finance for the State of Florida and
approved as such for stored value or pre-paid val ue systens.

That had several conditions to go with it. One was
that the university was a funds pool hol der, which obviously
obligated themto any failures within the systemas far as who
m ght owe consuners that had purchased cards or whatever else we
use within the canmpus environnent.

As we expand that basis, it's obvious that we are going



to have to explore the rules and regul ations further to
understand what's going on here. And it is obvious also that
there is a real difference between a banking type based operation
and those of us that are not "yet a true bank."

| sat here today not in total ignorance, but in partial
i gnorance because, one, CyberMark is an LLC owned by Sallie Me
Corporation, Batel Institute, and Huntington Bank Shares.

As of to date, we have not had tinme to sit down and
di scuss with Huntington Bank Shares what the relationship is
bet ween their ownership and our conpany and what that neans to
regul atory issues.

As we all know, business is noving forward rapidly. |
conme fromthe application side of the industry and the depl oynent
of the systens, not fromthe regulatory side. So, to date, |
coul d not answer the questions on what Huntington's invol venent
with us truly neans.

But | amsure a regulator will tell us pretty soon what
it does nmean. Anyway, in sunmm ng up, we're anxious to understand
what all this neans.

We're al so anxi ous and hoping that these regul ati ons do
not interfere with letting a lot of people work with the
technol ogy and try to make things happen that will benefit the
consuners in the long term Thank you.

CHAI RVAN LUDW G Thank you very much. M. Pl otkin.

MR. PLOTKIN. |1'mgoing to speak to the situation of
Mondex USA in ternms of issuer soundness because that's the
paradigmw th which I amnost famliar

Mondex USA is an interesting hybrid. It is organized
as two affiliated limted liability conpanies, neither of which
IS an insured depository institution.

Mondex USA Originator LLC has as its sol e business the
i ssuance and redenption of Mondex val ue and the investnent and
secure liquid assets of 100 percent of the funds taken in from
consuners and institutions that purchase Mndex val ue.

It's conpani on organi zati on, Mondex USA services LLC,
is the admnistrative and |licensing armof the Moyndex USA
organi zation. Notw thstanding the foregoing, although Mondex is
not an insured depository institution, it nonetheless is
supervi sed today by the Ofice of the Conptroller of the
Currency.

This is a result of the fact that Mondex USA is
maj ority owned by operating subsidiaries of several national
banks which are thensel ves supervised by the OCC. In fact, the
OCC has already been very nmuch in evidence in the evolution of
Mondex USA.

Just this past week, we had our first inquiries from
nati onal bank exam ners who are comng into Mondex USA to | earn
about its nmanagenent, its procedures, its policies, its business
pl an, and who have nmade it very clear that they will be with us,
i f not day-by-day, certainly nonth-by-nonth keepi ng abreast of



t he operations of Mndex USA.

The fact that Mondex USA is not a depository
institution has not kept it from being bound to sone of the Kkinds
of activities that one would expect a depository institution to
engage in.

Qur agreenment with the OCC requires that we invest the
funds that we take in fromconsuners solely in U S. governnent
securities and, at |least for the present, short-term securities
so that we can neet liquidity requirenents.

In addition, Mondex USA Oigi nator and Mondex USA
Services are not permtted to engage in activities that are not
permtted for national banks.

Now, we have no doubt that the soundness and expertise
of Mondex USA' s equity owners, which include Wells Fargo Bank,
Mast er Card, Chase Manhattan, AT&T Universal Bank Corp., First
Chi cago NBD, M chigan National Bank, and Dean Wtter Di scovery
Conpany have had a substantial inpact on the decision of our
regul ators to authorize the investnent by these national banks in
Mondex USA.

Li kewi se, as equity owners, as prudent commerci al
or gani zati ons, both banks and non-banks alike, in |icensing
financial service organizations to act as issuers and redeeners
of Mondex val ue, Mondex USA plans to critically evaluate the
financial condition and stability of each organization that is
i censed because ultimately the strength of Mondex lies in its
doubl e safety net of consuner protection.

First and forenost is the pool of assets that we hold
for investnent in short-term U S. governnent securities that I
referred to earlier. That is at |east 100 percent of the dollar
anount of Mndex val ue sol d.

Secondly, in the unlikely event of any kind of failure
of the Originator itself, every Mondex USA |icensed card issuer
is also contractually required to redeem at face value all valid
Mondex val ue presented by its card hol ders.

Now, Mondex cards will in some circunstances be co-
branded with the | ogos of national, regional, and |ocal
merchants. However, those nerchants are not expected to be
i ssuers or redeeners of Mondex val ue.

Rat her, those nerchants will sinply accept Myndex val ue
in paynment for goods or services and will remt the Mondex val ue
to a participating financial institution that is a |licensee of
Mondex in exchange for a credit to the merchant's bank account
for the U S. dollar equivalent of the Mondex val ue that they've
redeened.

In these circunstances, the real backbone of the Mondex
system and what gives it its stability are the Oiginator, which
is supervised by the OCC, and the participating financial
organi zations within the Mondex USA famly.

And it is to those entities that consuners can count on
and | ook for reinbursenent and protection with respect to their



Mondex val ue.

CHAI RVAN LUDW G Thank you very much. M. Shields.

M5. SHI ELDS: Thank you for inviting ne today. |
represent consuner interests in sone of the areas in electronic
banki ng. When we're | ooking at who the issuers m ght be, our key
concerns are the protection of consuners.

So, sonme of the questions in particular that | think
are inportant and have been inportant in the past when we've
| ooked at other non-cash type paynent systens, first, of course,
what has been di scussed already, "WII| the consuner's noney be
saf e?"

| think a ot of concern on the part of consuners about
purchases on the Internet has slowed the devel opnment of the
I nternet for conmerce.

Also, in the area of stored value or smart cards,
consuners are going to need to know that when they go to use
t hese cards, the noney will be there on the card or in the
account depending on howit's set up.

Secondly, what is the consuner's liability for any
| osses that are incurred? W are quite concerned about any
l[imts on |l osses for unauthorized transactions.

In fact, the General Counsel of the FDI C issued an
opinion letter |last summer suggesting that in nobst cases stored
val ue cards woul d not be protected by deposit insurance.

Third, wll consuner's privacy be protected? This is a
particular problem W're concerned that this information can be
collected in sonme sort of centralized database and that
informati on then used and sold and hel p people to generate
profits while invadi ng consunmer privacy.

Fourth, will consuners be able to convert electronic
nmoney to cash? W have heard sone stories of people having a | ot
of difficulty after the Aynpic experinent in being able to
convert any noney |left on the cards back into cash.

So, we want to nmake sure that it would be possible to
make this conversion fromthe card back to cash. A lot of the
proponents for the smart cards and stored val ue cards are saying
these are the sanme as cash or better than cash

Wll, if that's the case, then they should be al ways
convertible to cash. Fifth, wll consuners have access to the
el ectroni c paynent systens? W think generally that the
performance of banks in especially | owincone areas has been
rat her disnmal.

So, that it's very inportant that consunmers in | ow
i ncone nei ghbor hoods, especially these consuners who will depend
on electronic benefits transfers have access to the el ectronics
paynment systemat a fair price.

Six, wll machines and equi pnment be user friendly?

W' ve heard sone el derly people especially that have probl ens
with using ATMs and don't have conputers.

So, this mght create sone problens for them Al so,



there are general concerns on the part of consumers on whet her
the termnals nmay mal function, and they have all this noney on a
card but can't buy anything.

O they can't just look at the card |ike they can open
their wallet and see how much noney they have. They have to have
a card reader

WIl the consuners be able to use electronic noney in a
variety of establishnments? W' ve also heard consuner concerns
that they would have to have a nunber of different cards for al
different issuers and card readers in the different stores.

Ri ght now, | have a whole wallet full of copy cards for
all the various universities and libraries throughout D.C
because everyone has a different machine and a different system

How much will the el ectronic noney cost consuners?

This is a real concern and another area where the peopl e say
el ectronic noney is the sane as cash or better than cash.

Well, we've heard though a |Iot of plans on the part of
t he banking industry or the card issuer industry to charge fees
for | oading noney onto the cards, charge fees when the cards are
used.

We saw what we fear m ght happen in el ectronic banking
i ncludi ng the hone conputer and the smart cards wth ATMs where
ATMs were originally introduced free, and then they started
charging office fees.

And now, we're seeing card fees and surcharges. So,
we'd hate to see this as just one nore big profit center for the
banks rather than a focus on the consuner.

Ninth, will the disclosures to consuners be adequate?
We are particularly concerned with the disclosures that were
proposed, or the exenptions nore specifically, that were proposed
by the Federal Reserve Board earlier

W would like to nmake sure that consuners do understand
things like their liability for unauthorized transfers, what to
do if the machine mal functions and destroys their card and things
i ke that.

And finally, will regul ations be devel oped to protect
consuners? |'ve been to a nunber of industry and agency
conferences on this issue.

And I'mvery concerned with what seens to be a | ot of
pressure on the part of industry to discourage the devel opnent of
regulation in this area and say that the free market should just
be allowed to devel op without so much protection of consuners
here from gover nnent.

So, | also then have sone suggestions for sone
regul ations of smart cards and stored val ue systens. And | also
see that Margot Saunders and Mark Budnitz al so have a proposed
| aw.

So, I won't spend a lot of time on this. Particularly,
"' mconcerned with adequate disclosure so that the consuners
expectations match reality and mai ntai ni ng consunmer privacy in



the use of the electronic paynent system Thank you.

CHAI RVAN LUDW G Thank you very much, Ms. Shiel ds.
appreciate it. Let me start if I mght with one question that
really comes out of this norning' s panel which a nunber of you
touched on, really one of the fundanental topics of this first
panel this afternoon.

And that is, the financial well-being, the solvency of
the issuer. This norning there seened to be sonme coal escence
around the notion, it's surprising, that not only is this a big
issue, but that it was an issue if there were to be any kind of
rules, this is an area in which one ought to focus attention.

And | think it goes too far to say people are calling,
everyone was calling, for a statute in this area. But there was
sonme coal escence around the notion this was inportant.

A question which I know -- | think I know where M.
Levine is because it was the subject of his testinony, but |I'd be
interested in other's views. Are the state noney transmtter
| aws enough?

And if they are not enough, where do you think they
fall short? And what kind of solvency rules should one nove to
or think about for issuers of stored value? M. Levine, |'ll
begin wth you, although I think I know your views.

MR. LEVINE: Yes, | guess ny views on the subject are
clear. But let nme just indicate and reenphasi ze that the nost
nodern of state |aws operate this way.

There's a m nimumnet worth and a bond requirenent.
There's a perm ssible investnent requirenment which is nuch |ike
what Mark Pl otkin was tal king about in describing the Mondex
practice, which as | indicated earlier is a dollar for dollar
bal anci ng of a reserve fund agai nst the outstandi ngs.

Now, the nost nodern of states, however, have al so cone
up with additional features. The additional features include a
statutory trust.

Because obviously that group of perm ssible investnents
isn't any good if the receiver in bankruptcy, and God forbid
you' ve got bankruptcy, if the receiver in bankruptcy is able to
take that pool of funds and apply themto general creditors, the
| andl ord, the person who supplies the autonobile |eases,
what ever .

A statutory trust basically says there's a |ot of
federal |aw, although not all the circuits have | ooked at it.

But those that have are consistent say that if the state

| egislature or the federal |egislature, the Congress, creates a
trust, in effect an intent, that a certain pool of noney is to be
used on behalf of a certain group of beneficiaries in the case of
a bankruptcy that the bankruptcy trustee nust honor that trust.

And so, we like it of course as a |licensee because it
costs you nothing. The states |like it because they don't have to
adm ni st er anyt hi ng.

And yet, the legal hook is there to go to the trustee



i n bankruptcy at the tinme, God forbid, of a bankruptcy and say,
"Hey, wait a mnute. That noney, that pool of assets, is there
for the holders of the instrunments only."

And that's the | atest developnment. So, | think that
schene is actually pretty good.

CHAI RVAN LUDW G How many states have that schenme?

MR, LEVINE: Now, three, and it's in the nodel |aw
So, it's in the bill in Massachusetts right now and New Jersey.
So, it would be five at the end of this |egislative year.

CHAI RVAN LUDW G Do you want to foll ow up?

GOVERNCR KELLEY: Yes. This nodel |aw you referred to,
where is it and what are its prospects? And would we have a
common body of |aw effectively across the country if that got
adopted by all states?

MR. LEVINE: Yes, we would. There are approxi mately
six states that have it now Qut of the 45, there will be two
nmore, three nore at the end of this year because M ne just
passed it about three weeks ago.

And nore of the states are simlar, even w thout the
nodel than they are dissimlar. Wat the nodel does is to pul
toget her the best of what's out there as well as add sone of
t hese new features |ike statutory trust.

GOVERNOR KELLEY: 1'Il take it that it would pul
together the best of all the features. But what are the
prospects of getting there in 50 states?

MR. LEVINE: The prospects of getting there in 50
states are probably pretty good over the next five to six years.

But as a practical matter, as | indicated before, it really only
has to happen in the majority of big states.
And when | say big, | mean popul ace industrial states

for a lot of reasons. Miinly that you can't have a conpany
that's a commercial success if it's only based, and | don't want
to di sparage any one particular state, in a state that has nore
buffal o than peopl e.

| nmean, it just isn't going to work. You've got to be
in the states whether it's regional, say southeast Florida, or in
t he northeast, New York, Connecticut, Massachusetts.

O in the west, California, Washington, or the Rocky
Mount ain states, Colorado. You have to be in one of those states
really to make a go of it.

CHAI RVAN LUDW G M. Lewis? Qur pattern this norning
is to go around the table.

MR LEWS: You want ne to follow a Washi ngton | awer

tal king about the law? |['ll nmake a stab at it. | was famliar
wi th the regional noney order conpany that went bankrupt.
It wasn't regqulated by the state bank departnent. It

was regul ated by the state security departnent. And the people
that lost all their noney in that were the individuals.

Al of the | osses went back down to the peopl e buying
nmoney orders that were paying their utility bills and so forth.



Yet, at the sane tine, |I'ma proponent of the dual banking
system

So, | recognize that. | would Iike to probably make
the distinction in the type of instrunents where M. Levine
brought up earlier that there could be a distinction between a
nmoney order, a traveler's check, and an el ectronic paynent on the
| nt er net.

There may be sonme distinction on jurisdiction in regard
to not only the sophistication of the product, but where the
final paynment w nds up.

CHAI RMAN LUDW G Thank you. M. Norwood?

MR NORWOOD: |'msure | second everything M. Levine
said if | understood all of it. But long story short, basically
is that today our funds are secured by the state university
systemthat we operate under in Florida.

As we work with other universities, we are facing these
exact |egal issues you're debating right now with several of
t hose today say how do we know that the funds on deposit will be
avai lable in case you're no longer in business to do business
with us?

Wo's going to hold the funds pool? And to date, we
have resolved that issue with the schools we're working with now
by saying sinply, "You hold the funds pool. And, therefore,
you're assumng the liability since it is 'today' your card that
we're issuing wwth this pre-paid value on that particular card.”

And that is sufficing at the nonent needl ess to say.

It is not the long-termsolution nor do | think it's where the
industry wants to go. Interoperability will change that.

If we ever get interoperability, | don't think that
wll work anynore. And as we nove to that open "global"” system
| think we will see that.

| think you've also in the |last two years experienced a
rather radical change in the suppliers in this industry, i.e.,

t he banks have been pursuing financial institutions, pursuing
their own venues and what they wanted to do in stored and pre-
paid val ue and smart cards.

Uni versities and smal |l er conpani es have been pursuing
what they wanted to do in the smart card arena. And several of
t hose conpani es are no | onger around.

| think luckily none of those have resulted in a
"failure" of any of these funds pools to date. They have sinply
negoti ated buy-outs with the universities to get out of the
processes they were in.

So, it to date has been successful fromthat
standpoint, but only by luck I think nore so than anything el se.

CHAI RMAN LUDW G M. Pl otkin?

MR. PLOTKIN. As | said previously, the situation for
Mondex as it stands now is that we, through our agreenent with
the Ofice of the Conptroller of the Currency, presently hold a
pool of 100 percent of our outstanding Mondex val ue, funds



avai lable to redeemthat value in short termU. S. governnent
securities.

W at Mondex woul dn't have any phil osophi cal objection
to sone kind of uniformrequirenents under state |aw that would
enabl e state regulators to be able to reach in on a state-by-
state basis and deal with the situation of a bankruptcy or create
ot her kinds of regulations that m ght help shore up public
confi dence.

However, right now what we have is we have regul ation
directly by the OCC. W don't have uniform state statutes.

We're frankly concerned about the patchwork quilt of state
statutes that are there now and how it m ght inpact on us,
particularly in light of the fact that we expect a considerable
anmount of the Mondex business to be done over the Internet, which
ot hers have already nentioned rai ses nuch greater questions.

There's a lot nore gray area in terns of who has
jurisdiction. Because that is unsettled, we're frankly concerned
about, just as a practical matter, submtting to state-by-state
jurisdiction.

And frankly, it's made federal regulation of our
i ssuing, our originating entity attractive for that reason.

M5. SH ELDS: | think fromthe consuner standpoint, one
area | would disagree with Mark a bit is we're interested in the
states being able to pass laws to protect their consuners, |aws
that the voters in the state have indicated that they support.

We've seen things like no frills bank accounts required
in sone states. O we have sone efforts in various states to
outl aw t he surcharge on ATM transactions. So, when you start to
tal k about a uniformstate law, we would al so want to see states
be able to pass protections for consuners above that |aw

M5. BUCK: How often do these states go in and exam ne
these entities? You have a level of regulation, but if they
aren't in there checking --

MR. LEVINE: Well, periodically, |I get these calls from
my clients, and they scream And | have to put the phone down
because they say -- the nost recent call was froma household
nanme that you would all know.

And they called, and they screaned | ast week, and they
said, "Ezra, do you know how many state exam ners have been here
si nce January?" They had six or seven in as many nonths as we've
had since January.

They usually cone in for anywhere fromtwo days to a
week. The |licensee pays the cost, the reasonabl e cost, of
exam nation. And they | ook at books and records just |ike a bank
exam

And they go carefully through everything. They
i ntervi ew managenent. They | ook at revenues. They | ook at
expenses. They | ook at new busi ness.

But in answer to your question actually, nore and nore
of them Wwen | started doing this, again about eight years ago,



it was relatively easy to say, yes, three typically did it,
California, New York, Pennsylvani a.

Now, it's Texas, Florida. | understand Del aware has
just joined the fray. You're probably talking anywhere,
dependi ng upon the size of the conpany, anywhere fromeight to 12
or 13.

Now, one of the things, of course, we would |ike as
licensees is for the states to get together and del egate one or
two who cone in together and do it all because it's |ess burden
for us just in ternms of disruption of the business, but is quite
t hor ough.

And you do get a full report at the end, a conpliance
report which says, "Here's what we | ooked at. Here's how we
ranked you. Here are your problens."

And sonetinmes there are fines. So, depending upon the
state, sone are gentler than others. Sone use it as a revenue
bases too. But general ly speaking, they're pretty tough.
And you can work with them

And sonetinmes in fact they really come up with good
suggestions, "Cee, you ought to do it this way. You ought to do

it that way." O "By the way, we've seen it done this way at
anot her conpany. "
So, all of that is fairly interesting. It's an

interesting process. But nore and nore of themare doing it.
Everybody is beginning to really take it seriously. That is also
a new devel opnent in the last four or five years.

GOVERNCR KELLEY: M. Levine, it sounds |ike you're
maki ng a pretty good argunent for federal regulation. So, you
don't have to have all those people comng in there.

MR. LEVINE: Well, you know, | balance it. |It's sort
of the devil that you know Look, all of nmy clients conplain
about regqgul ation.

There's no doubt about it. | suppose we're in the |and
of free enterprise, and people don't want to be regul ated whet her
it's the Feds or the state.

And what |'mtrying to get across to you | suppose
about this level of state regulation is it's serious regulation.
| often have the feeling, no insult to anybody on this panel, but
| often have the feeling that federal regul ators generally,
particularly federal bank regulators, believe that the regul ation
of non-banks is kind of this invisible shadow world of snoke and
mrrors where nothing really happens.

And | nust admt when | found out about this ten years
ago or so in the context of a cross claimin an antitrust case,
that's what | thought too. | said, "My God, what is this?
never heard of this before. Woever heard of sale of checks
regul ati on?"

But in fact, it's quite serious. And while on the one
hand | suppose it mght be nice to have federal regulation that's
uniformwith one license nationwide. 1It's not clear who's going



to do that.

Soneone actually had a bill to invest the FTC with that
a few years ago, and nobody wanted to touch that one. Nobody in
Washi ngton did. And | think as conpanies get used to it, they
realize it's nore the sanme than different.

And one of the worst aspects of it, quite frankly, is
the multiple exans. On the other hand, through the Money
Transm tter Regul ators Associ ation, once you get to neet the
regul ators, informal neetings and get to know the sort of pool of
them it sort of snooths things out.

And it tends to be nore the sanme than different,
notwi thstanding that it really is 45 different laws to one extent
or anot her.

COW SSIONER MORRI'S: | admtted earlier today that I'm
still in the steep part of the |earning curve on e-cash. But
what woul d you say is the distinguishing characteristic that
di sti ngui shes between redeenmabl e stored value card value and a
deposit relationship with a financial institution?

MR. LEVINE: Do you want to address that?

CHAI RVAN LUDW G Why don't we go around the panel
starting with M. Lew s.

MR LEWS: That's a |egal and accounting question.
really don't knowin ny own mnd as far as the nethod of
operation of the utility of it there sonewhere. |'msure
accounting-wi se and legal-wise there is a distinction |like the
FDI C has separated different classes of stored value cards into
four separate cl asses.

But how they | ook to the consunmer |ooks the sane. |
mean, if they have a relationship with a commercial bank and
t hey' ve got some stored value on a card issued by the bank, then
that's the relationship with the bank. They feel |ike they have
it on deposit.

MR. NORWOOD: Well, first I want to thank Janice for
collecting all the noney fromthe |ibraries and hel ping those
hi gher education institutions out, that is, float in their
uni versities sonmewhere.

And they obviously hope you'll never spend it. So,

t hank you very nuch for those opportunities. But in the
meantime, it is a problemin the interoperability issue.

And that's what you're nore or less relating to there
But again, businesses for years have al ways sol d coupons.

They' ve sold other redeemabl e things at their nerchant |ocations
or specific usable things.

| think this business is targeting that, stadiuns,
arenas, single issue cards for single events or nmultiple events.
Those types of things are happeni ng.

And whet her those cards are clearly defined to the user
is one of the real issues of the card holder, i.e., do | know
that it expires at the end of that season, and do I know that if
| haven't spent all of those funds, they nay expire?



Those kinds of things are critical in this process.
Goi ng back to the basic question, "lIs this a depository
rel ati onshi p?"

COM SSIONER MORRI'S: | think you used that term

MR. NORWOOD: Well, yes. The question is this. The
funds are actually in our world carried on the card. |n other
words, it is where it is in a sense fromthe standpoint of
accounting functionality.

The stored val ue and e-purse systens are runni ng down
two different tracks right now One is in a sense unaccountabl e,
and one is accountable. And that's the big discussion that's
goi ng on behind the scenes.

An account abl e system cones closer to enul ating a bank
systemin reality, i.e., being able to tell what you have on your
card exactly the status of that card and what's happening with
t he bal ances on your card.

The ot her systens, typically venues that are one-tinme
i ssues, may not do that. The card was issued with a $20 val ue,
and it's decrenented straight off the card. And it is not
accounted for in any other system anywhere el se other than
knowi ng that a single $20 card was sol d.

Those are the real issues. And whether or not they end
up being a depository relationship or not, you folks are going to
end up telling us anyway.

MR VWEINER We're clear at least. And | think it
differs across the different card systens. | nean, this is where
the distinctions between Visa cash and Mondex and Aneri can
Express and the Proton product, etc., Cyber cash, all becone much
nore distinct.

The way we conceive of Mndex value is that it is not a
deposit, that there is not a depository relationship. As M.
Norwood said, the notion is that of value carried around on the
card outside the grasp of a depository institution.

And perhaps the best analogy | can think of is if |
were able to take ny nmetro fare card, and | was able to buy not
just the fare fromMetro Center to Bethesda with it, but | was
also able to take it over to the Wall Street Deli and buy a
sandwi ch and buy The WAshington Post with it and do a few ot her
t hi ngs.

| have no illusion that the value on ny fare card is a
depository relationship. | knowit's not. | have w thdrawn the
money. | have purchased a scrip in effect, a netro scrip, that I

then use where I"'mable to use it, those nerchants who wl|
redeemit.

Now, the only nmerchant wlling to redeemit right now
is the Washington Metropolitan Area Transit Authority. But if

nore nerchants are willing to redeemthe value on ny netro fare
card, ultimately that's the world that we envision
Mondex value -- which is why it approxi mates cash and

why it's very nmuch not like a deposit. As a corollary to that,



one of the reasons why it's sensible to not treat Mondex val ue as
an i nsurable deposit is because the institutions that sell and
redeem Mondex val ue have no control over that value once it's
been passed onto the consuner.

By contrast, when it's on the books of the institution
inits general |edger, they're able to maintain reserves.

They're able to pay deposit insurance prem uns.

They know how much is circul ating around and what
they're responsible for. Once it | eaves the possession of the
institution and goes in the consuner's hands, there really is no
practical way, feasible way, of maintaining an insured kind of
system at |east on the Mondex front. And accordingly, we see it
as not a deposit.

MS. SHI ELDS: Fromthe consuner view, | think one of
t he key concerns is what happens if the card is lost, stolen, or
destroyed? What happens to the val ue?

If there's sone sort of online system then the
consuner has the ability perhaps to go in and put a hold on that
and then get their noney back or get a new card. So, there's an
advantage to | ooking at this as a deposit or soneway to track the
use of the card and the current bal ance on the card.

The di sadvantage of course is then we have the whol e
privacy problemw th control over flow of information because you
have to set up a dat abase.

On one of the 60 M nutes-type prograns they had a few
weeks ago a story on food stanp cards and how they' ve been able
to use the food stanp database in order to track where sone fraud
has been occurring and to put a stop to that.

| think that if they can have sone sort of centralized
dat abase that way for the food stanps, then maybe sone cards
could be available with that type of database for consuners that
woul d i ke that type of protection at a reasonable cost to the
consuners, if any.

CHAIRVAN LUDW G | have an additional question. 1'd
be interested to know what rights and recourse do consuners have
on the various schenes if an issuer goes down and if those rights
and that recourse vary? And if so, what degrees do they vary?

MR, LEVINE: |If a nonbank issuer goes down, and thank
God we haven't had recent experience, normally what has happened
under the state laws is that the trustees in bankruptcy have
pool ed the bonds, the nbst recent experiences -- |let nme back up.

The recent experiences conme out the way you want them
to cone out fromthe standpoint of the consuner and fromthe
standpoi nt of the state regul ators.

What the trustees in bankruptcy have done is to pool
the bonds that are posted by the issuer that's now bankrupt for
the benefit of the holders. The holders present clains or the
banki ng departnents present clainms on behalf of the hol ders.

The hol ders present their instrunents. The instrunents
get paid off. That's what's been happening. Now, in the case of



Crcle K, Crcle Kwas issuing its own instrunents.

And that's about six years ago or five years ago. And
they went belly up. They were in Chapter 11. So, there was an
ongoi ng busi ness.

One of the major national issuers stepped in and
started offering its instrunents. In the neantine, the receiver
of Circle Kwhich ultimately did energe as you may know from
bankruptcy was able to use the ongoi ng busi ness of the conpany
pl us the bonds to pay off the hol ders.

So, there have not been major |osses as | understand it
anong noney order issuers, the noney order or travel er check
holders in the United States or noney transmtters.

CHAI RVAN LUDW G Wel |, what happens to a hol der that
doesn't present? 1In other words, it nust be the case that people
don't get notice that they're at the end of the line. Do status
sheet | aws apply?

MR. LEVINE: Yes, status sheet laws do apply to the
instruments. And there are different rules for traveler's checks
recogni zing that those instrunents are often held for a | onger
peri od.

Many of you may do what | do. Because | travel so

much, | keep $100 in traveler's checks that just sits there in
case | lose ny wallet. And they've probably been there for 15
years.

But noney orders, the turnaround tends to be pretty
qui ck. Sanme thing on wire transfers. These sheet |aws do apply.
And | understand with regard to store value cards, that's been a
hot topic of interest.

Do the state | aws apply and which ones apply? So,
luckily there hasn't been that nuch experience. [|'mnot trying
to dodge your question. There really hasn't been that much
experience because there hasn't been that many fail ures.

There really has not been a big "national failure"
wher e people have lost noney in a while in probably |onger than
six or seven years in the United States.

The laws really do work. | nean, it's an odd
ci rcunstance where in fact the laws are getting tougher and it
wor ks.

GOVERNOR KELLEY: 1'd like to ask Ms. Shields as the
consuner spokesperson on this panel what you feel about these
common state laws that M. Levine is telling us are beginning to
be adopt ed?

M5. SHI ELDS: W, of course, want to see the types of
| aws exi st that prevent consuner |osses fromthe issuers going
bankrupt. But again, we would also |ike to know that when the
states adopt a nodel law that if the residents of the state want
stronger protections than exist in that law, then that should be
perm ssible as well.

CHAIRVAN LUDW G |I'd be interested to know what
prudential requirenents such as capital liquidity apply to the



i ssuers, what prudential requirenments do you think ought to
appl y?

In other words, do you have any sense of what are the
key el enents and what parts al so of the banking and other |aws
ought to apply nore broadly or apply broadly if any?

MR. LEVINE: Well, certainly the position of the non-
bank funds transmtter group has been the sane for nmany years.
And that is, to support the nodel |aw because one of the
essential features, and | think M. Plotkin and | kind of agree
on this, is that you ought to have a reserve requirenent equal to
out st andi ngs.

There's got to be, whether you call it permssible
i nvestnments or reserves or sonmething. You' ve got to have
investnments froma nmenu that the governnment prescribes whether
it's CDS or governnent obligations as he tal ked about, whatever.

Things that are generally considered to be safe and
sound to match the outstandings. There's got to be a basis of
t hat .

Now, the states all fuss around with m nimum net worth
requi renents. Should it be 100,000? Should it be a mllion?
Should it be three or four mllion?

Should it be net worth according to gap? Should it be
tangi bl e net worth? You can play around with that. They are
subj ective neasures.

|"mnot sure to tell you the truth it makes a hell of a
| ot of difference, except perhaps to be anti-conpetitive in the
sense that you' re excluding sone snaller upstart businesses that
want to get in, are going to be honest, and want to grow.

So, you have to set that at a reasonable requirenent.
But it seens to ne that if the financial statenents are reviewed
and done and they're audited by a CPA and they're revi ewed by
state reqgulators who are | ooking for safety and soundness, and if
there are these perm ssible investnents matching the outstandi ngs
and there's a bond of sone reasonable anmount, it seens to ne then
you have created a liquidity situation which is going to protect
t he consuner.

And by the way, | believe in the sentinents | think
behind Ms. Shields' coments. And that is this. Consuners have
to be protected.

| f nonbanks go down, whether it's in stored value or
whether it's in just traditional old | owtech sale of checks,
consuner confidence is going to be undermned. It's bad for
business. | nmean, it really is.

And that's why, frankly, ny clients care a | ot about
this. Because their business is dependent on consuner
confidence. They want to nmake sure that everybody who does this
is safe and sound.

So, getting back to the liquidity issue, | think those
basi ¢ kinds of things coupled wth aggressive state regulation or
anybody' s regul ati on, meani ng supervision, |ooking at the books



and records, nmaking sure that what's submtted is in fact what's
really there.

As one state regulator said to ne, "One of the things
we want to make sure is that there aren't wheels and tires
underneath your office.”" That it's really there in bricks and
nortar and you say it is a conputer, it's really there.

Well, that's right. That's why they cone. So, yes,
think those kinds of liquidity things frankly do ensure,
particularly if coupled with the statutory trust, do protect
ultimately the consunmer which bottomline that's what any state
regul at or ought to care about separate and aside fromthings |ike
noney | aundering and those kinds of issues.

CHAI RVAN LUDW G What ki nd of instrunments should -- do
they have a list? They undoubtedly have a list of instrunents.
They must vary fromstate to state nowin terns of what are the
perm ssi ble instrunents.

MR. LEVINE: Well, normally it will be CDS. It wll be
cash. It wll be bonds, federal bonds issued by the federal
governnment or guaranteed by the federal governnment or an agency
or instrunmentality of the federal government.

Sonetinmes it wll be state bonds. Sonetines it wll be
corporate bonds if they're of a certain classification. Those
are the typical things.

MR, HOVE: |Is there sone sort of a seal of approval to
know that they are your clients and they have been certified and
approved by sone state regulator that sets certain standards
ot her than sone outlier who operates sort of in a gray area
wi t hout any kind of regul ati on approval ?

MR. LEVINE: Are you asking whether there's a
certainty?

MR. HOVE: How does the custoner know that there is
sone certainly in knowi ng who they're dealing wth?

MR. LEVINE: Well, that's one of our issues as well.
Utimately, it depends on how aggressive the state is in
regul ati ng those issues. Now, nost issuers are so visible
certainly with regard to paper instrunments that the states are
either going to find out on their owm or, to be quite blunt about
it, one of my clients is going to tell them

It's the old level playing field. You' ve heard that
one before, the level playing field argunent. And ny clients
will pick up the phone just |ike others who are not ny clients
pi ck up the phone and say to the regulators, "By the way, do you
know t hat sonebody's out there issuing noney orders?”

In sone states, for exanple, there's been a | ong
hi story of small supermarket chains that take their regul ar
commerci al checks that they use to pay for groceries, for
pot at oes, for exanple, they have a rubber stanp.

And they stanp noney order on them And they sell them
for 50 cents or a buck because that's all the noney order costs.
And the licensed entities will go to the state and say, "Hey,



wait a mnute."”

In nost states, it's at |east a m sdeneanor if not a
felony for doing that under 18 USC 1960, the so-called D Amato
Amendnent to the noney | aundering |aw two Congresses ago, Wl ey
Anunzi o noney | aundering | aw.

It's a federal felony. And the punishnment is potenti al
sei zure of assets to operate a noney transmtting business
wWthout a state license if a state license is required and if it
woul d be a m sdeneanor or a felony under state |aw.

So, there's aterrific risk it seens to me for doing
it. Are there people out there doing it? Undoubtedly. There
are even sone crooked | awers out there. It's hard to inmagine.

M5. BERNSTEIN. Could |I follow that up, CGene, please?
Do you have any information or does the association have any
i nformati on on how consuners percei ve how secure these
institutions are?

MR. LEVINE: Well, we only have anecdotal information
from our consumers because our consuners, meani ng our custoners,
keep com ng back. And they keep com ng back because nore and
nore, and this is not a slap at banks, it is true that there is a
huge unwashed, unbanked group of consuners.

There's a great divergence between the rich and the
poor. And many Anerican jobs are | ow paying. Plus sone banks
are getting expensive. Not his bank. Sone other banks are
getting expensi ve.

And as a result, nore and nore people are using noney
orders to pay routine bills because it's a cheap way of doing
"retail banking" or retail financial services. Let's put it that
way.

So, people know that it works. They know t he conpany
nanmes. For exanple, the ones | represent are the big national
issuers like Traveler's Express which is the largest in the
United States, noney order issue.

But you can go in New York and Pennsylvania, there is a
very honest, very good multi-state noney order conpany that's had
incredi ble growth rates.

It's run by a huge congl onerate of supermarkets, a
super mar ket co-op. They do very, very well. Their custoners
| ove them And they're growi ng because they're known

Now, sone of it starts off as advertising. Western
Union. Wo hasn't heard about Western Union or Mneygranf? But |
t hi nk consuner acceptance is there.

Why? Because if people | ose a noney order, you cal
Travel er's Express, and they replace it. |If there's a problem
you get a receipt at Western Union. They deal with it.

And hence, the consuner acceptance grows on itself.

So, | think anecdotally it's there. Do consuners know it's
regul ated? | bet not. | bet not.

| nmean, is there a sign? Now, sone states do require a
sign by the way. | should tell you that New York, Wsconsin, and



there are a couple of others. It's a royal pain to nmake sure
that you're selling. Locations do, in fact, post the sign as
required by | aw

But there are sonme states |ike New York that require a
sign to be posted at the point of sale saying, "This entity is
Iicensed by the state of New York under an unbrella license to
Travel er's Express, etc., etc." under the New York state article
13 of the banking | aw

So, Florida is going to do the same thing. They just
passed an anmendnent to their statute to do that. So, sonme states
do that.

Do consumers know that? GCenerally, | think not. |
think these are just sort of institutions, and they expect that a
nmoney order is going to be paid. | think that's right.

And | think they have lots of confidence init. And
thank God it works because of the state regulators, but |I don't
t hi nk one percent of them know there are these statutes.

| didn't know there were these statutes. And | suspect
nmost people in this roomdidn't know that until they wal ked in
her e.

MR QOLIVER Is it clear that pre-paid cards and stuff
like that fall under these statutes?

MR. LEVINE: Well, the Texas Departnent of Banking
certainly thinks so. They' ve taken the position that a pre-paid
card by a non-bank in an open environnent is absolutely covered
by it.

Two of ny clients have recently witten to all 45
states and said, "Gee, we want to issue a smart card version of a
traveler's check."

And the response in the overwhel m ng nunber of states
was, "Yep. |If it's a stored value card and it's an open system
we're going to consider it an instrunment for the transm ssion of
funds." Because after all, that's the definition of a check.

It doesn't have to be a witing on a piece of paper.

It just has to be an instrunent for the transm ssion of funds.
Now, did anybody think smart card when that | anguage was
devel oped? No.

MR. OLIVER  They don't have to wite to the other five
t hough. Right?

MR. LEVINE: Right.

CHAIRVAN LUDW G I'll turn the question around a
little bit. This is precisely the subject of this panel. 1'd be
kind of interested in -- what happens when the consuner |oses the

i nstrunent ?

You' ve given sone, it's clear in ny mnd, sone
i nstances where in terns of sonme conpani es' practices the
consuner is able to obtain his or her noney back by way of use of
a recei pt or sone other evidence of paynent.

Is that the uniform practice? Should it be the uniform
practice? And as to the other, 1'd be kind of interested, as |



was beginning to ask M. Norwood this norning, what happens when
a student | oses his or her card?

And perhaps we m ght go around as to what the right
practice ought to be.

MR. LEVINE: Well, certainly with noney orders, it's
repl acenent. Traveler's checks, it's replacenent. The custoner

al ways gets a receipt. It's a carbon copy.
For exanple, Traveler's Express noney orders it's a
carbon copy. You fill it out. You send it to pay your rent or

your car paynent. You have a copy of the check

So, hopefully you hold onto that. Mney transm ssion
woul d say Western Union or Moneygram  You have a receipt at the
point of transmssion. So, there is a way to deal with |lost or
stolen instrunent.

And that's typical. | should also add that noney
orders issued by nonbanks, and | neant to raise this before,
nmoney orders issued by nonbanks are very often sold at depository
institutions.

Because third party instrunents, again, | don't knowif
it's true at M. Lewis' bank, but often, for exanple, First Data
which is the parent of Western Union sells its official checks at
depository institutions.

CHAI RVAN LUDW G Is that required? And is it unifornf
And if so, how long does it take? Because if | were to get a
recei pt froma noney order, | would assune the conpany woul d want
to know the noney order isn't floating out there and has been
exercised. | just don't know how it works.

MR. LEVINE: Well, normally, the custoner fills out a
formwith the receipt and deals with the conpany directly. They
go to the sales agent. The sal es agent gives them an 800 nunber.

There's actually an 800 nunber right on the check
usual ly. They call the 800 nunmber and get instructions and are
told what to do. They fill out the form send it in. They'll
get a replacenent back

CHAIRVAN LUDNG Is that uniforn? 1Is it required by

| aw?

MR. LEVINE: No, it's not required by law. This has
grown up as a matter of practice in the industry. It seens to
wor k.

CHAIRVAN LUDW G |Is that sonething you' d expect to see
or want to see in terns of stored value cards which is what if
the custonmer | oses a stored val ue card?

MR. LEVINE: Well, | think you need to deal with sone
procedure with that, or you need to tell the custonmer up front,
"Here's what happens if you | ose your card."

| think the subway card, if we're tal king about the MIA
subway card before, | think the subway card does say sonething on
it. But it depends on what consumer expectation is.

CHAI RVAN LUDW G But that would not be required by
| aw?



MR LEVINE: No.

CHAI RVAN LUDW G Under the uniform | aw?

MR LEVINE: Correct.

CHAI RVAN LUDW G If you lost your card under the
uni formlaw, you would just be dependent upon your relationship
wi th the individual issuer?

MR. LEVINE: That's correct. Absolutely.

CHAIRVAN LUDWNG M. Lew s?

MR LEWS: | don't know what | can add to that except
in ny dealing with these bank products, we fall under the
consuner protection act. So, it's pretty regulated activity as
far as loss and so forth.

CHAI RVAN LUDW G M. Norwood, what happens when a
student | oses a card?

MR, NORWOOD: Actually, we issue nore than one type of
card. So, | think that's one thing I'd like to clarify rea
qui ck. We currently have three levels of cards in our system at
Florida State University in the systemwe' re pronoting now.

Basical ly, a disposable card which is a non-
rechargeable itemthat can have up to, our current limts are
$50. So, that card can have $50 in value, but | can't tell who
pur chased the card.

| know not hi ng about the individual. It may di spensed
out of machines, i.e., |ike subway passes and everything el se.
So, therefore, those cards are not trackable, are not able to
tell anything about them other than | can track the transactions
runni ng through the card.

As the system has nore and nore readers up, it becones

an inpossible task to turn that card off, i.e., if sonmebody cane

insaid |l lost this disposable card, | can tell that from--
Well, | really couldn't even tell if the person | ost

that card because it's not registered to the individual. But

they could say they had lost a card, but I'd have no way to track
the card to that individual

Therefore, | can't stop it. In a sense, it would
continue to be spent down. Those cards are typically heavily
used in what we call unattended devices, i.e., copiers, washers,

dryers, snacks, cokes, and those kinds of things.

And that's their focus in life, the small val ue
transactions. Not the $30, $40, $50 type of activity at all.

The next level cards are the p-cost cards we're using
today are totally trackable by individual, registered to an
i ndi vidual, and maintain a balance within our CV5 systemto | et
us know who's using the card, where they're using it, and what
kind of activities are going on within the card.

Both debits and credits to the card are trackabl e,
i.e., we try to mmc as nuch as we could the existing banking
systemso that it would have the audit trails on the backside if
they were ever required and the other things that go wth that so
that we could do those types of activities as well.



Those cards are used at two types of |ocations,
unattended and attended | ocations. Cokes, snacks, washers, and
dryers, not know ng who's putting the card in.

But then the attended nerchants across the street
selling food and other things that are actually taking your card,
| ooking at a picture on it, and also requiring a PIN nunber to go
into that card access device as well to authenticate you to the
card.

Qur agreenment that we are rewiting as we speak with
the card hol der side basically says they're liable for up to $20
of loss on their card. And at that tinme, a feature within the
card called spend imt kicks in and stops any expendi tures above
that without a verification that you're still the original card
hol der .

So, our intent is to wrk with the consunmer to protect
themfor up to $20 of the value on their card.

MR, PLOTKIN: | think it beconmes apparent just through
t he questions and answers around the panel that ful
refundability in the event of the |loss of a stored value card
goes hand in hand with the ability of the issuer to guard agai nst
unaut hori zed use.

As the Conptroller said or asked in his question
earlier, you would expect going to a noney order issuer with your
recei pt and seeking replacenent of a | ost noney order that the
i ssuer would want to nmake sure that the instrument isn't floating
around out there and possibly being exercised.

In the circunstances of Mndex, Mndex is designed, the
t echnol ogy has been desi gned purposefully off-line. And is not
designed to track all transactions.

It's only through that kind of technol ogy that Mondex
is able to be as convenient for consuners and be the type of
product that it's designed to be to enable a custonmer to custoner
transaction or for me to use the Mondex card to buy a hot dog
froma vendor at the stadiumw thout the vendor having a
t el ecommuni cations capability or the ability to get on a bus and
pay for ny fare with exact change rather than having to have a
t el ecomuni cation wth some kind of authorizing central office.

When we think of Mondex, and this is the way we
positioned the product, and we intend to make sure that consuners
understand this when they purchase the product, that it's the
sane as if when you lose a $20 bill.

You don't go to the federal governnent and expect
repl acenent of the $20 bill because the federal governnent has no
i dea whether you really spent the $20 bill or truly lost it.

And that's the way it is, and that's exactly how Mondex
as a product is designed to be. W expect that if consunmers want
a product that can be replaced under any circunstances, even when
it's lost, then they will pay the cost in terns of reduced
conveni ence and probably higher costs, higher prices for the
aut hori zation and tel ecommunication infrastructure that's



required to acconplish that.

But that's not this product. This product is supposed
to be |like cash.

CHAI RVAN LUDW G Ms. Shields, do you have any views?

M5. SH ELDS: Well, | think it is essential that the
consuners know what happens if they |ose the card or if anything
el se happens to the card, whether it's destroyed by a nmachi ne.

And clearly, that's going to be different because
| osing a card, they m ght have sone control over. If it gets
destroyed by the machine or the nerchant hits $500 instead of $5,
and t hey happened to have that nuch noney on the card, that's not
really the consuner's fault.

And how are they going to resolve that type of problen?
So, there are a |lot of potential |osses besides just the consuner
of it falling out of their wallet.

So, | think we have to be concerned with protection of
all those kinds of |osses, not just consuner-caused | osses.

MR. PLOTKIN. If I could follow up? M. Shields is
perfectly right about that. | nean, there are nultiple kinds of
| osses. And the one loss | was addressing was the conplete | oss
or theft of the card.

Qur expectation is that if one still has the card, no
matter what kind of condition the card is in, Mondex has the
technol ogy to determ ne one way or another what kind of value is
on that card and to make sure that the consumer is reinbursed or
made whol e sonehow, soneway.

And we'll make that clear in our disclosures as well.
But | conpletely agree that (a) consuners will need to be
educated, and (b) when it's not a matter of having |ost the card,
then certainly a consunmer should not be deprived of their val ue
if there is anyway to restore it at all. And our technol ogy
permts us to do that.

MR. OLIVER One question in the Internet environnent.
We haven't tal ked much in this session about the |Internet
envi ronnent .

But if people are acquiring services in the Internet
envi ronnent obviously across state lines in an open atnosphere,
then sonme states are not regul ated. Sone obviously have varying
types of regul ation.

And |I'm not even sure where that service is being
of fered since the consuner is dialing in to get it. Are the |aws
broad enough in the states that have themthat using the service
in the state is the controlling factor that woul d subject that
renote conpany to your state |aws?

O is that just a situation that perhaps is not covered
adequately right now?

MR. LEVINE: As a lawer, | can nake a real decent
argunment | think that the states that have noney transm ssion
|aws, that is where the law is broad enough to enconpass funds
transm ssion by electronic or other means, which are typically



the words that are used.

Assum ng you can get over the |egal nexus issue and
presumably those states that are after or trying to prosecute
ganbling violations or alleged ganbling violations over the
I nternet have at |east gotten to that threshold or believe they
have.

| think you can nmake a good argunent that those state
| aws woul d apply. Have any of the states done it? No. | nean,
we've | ooked at this issue generally. And frankly, we're unsure
of that one.

That one's a hard one. And as | said, as a | awer, |
coul d make the argunent. But we haven't nmade the argunent as a
group only because we think it's kind of premature at this tine.

And that in particular may very well be the case where
t he federal governnment should and, in fact, has a duty to do
sonething in terns of -- Mark Plotkin's nodding, duty to do
sonet hi ng because in fact maybe it doesn't lend itself to state-
by-state regul ati on.

Al though | should add that the state nodel is actually
not a bad one in terns of the basic |evel of bonding, permssible
i nvestments, having sonebody who's an exam ner cone around once
in a while, |ook at books and records.

Even if they're in Liechtenstein, it doesn't matter.
| f they're doing business in the United States, they ought to be
safe and sound. Because | think that's what Anmericans demand.

And that's what Anericans want. And if they're non-
banks offering services where they're taking noney of third
parties and they could go under with your noney, then they ought
to be regulated for safety and soundness.

But how one goes about this |I'mnot quite sure.

Al though, | can see certain nodels and certain exanples, as |'ve
indicated, on the state level. |In answer to your question, M.
Adiver, no state has done it yet. They coul d.

| mean, they seemto be preoccupi ed and NEAC seens to
be preoccupied with ganbling right now.

CHAIRVAN LUDW G M. Norwood, you were going to say
sonet hi ng?

MR, NORWOOD: Just a brief followup to Mark's earlier
comments. Nunber one, our cards are not online, Mark. | nean,
you were referring to smart cards online. They're not.

And we track all those transactions w thout being
online. And | have sone cards that our students have brought
back. 1'd love to see if you can put them back together

| nmean, they cone in in bits and pieces and shreds.
Their dogs chew themup. And if your conmpany can sort out those
chips, you'll be a great conpany.

But ultimately, it will be a problem 1'Il tell you
that now. They conme back in pieces, not in just a card that
doesn't work.

MR. NORWOOD: Well, that would be sone of the better



things. But anyway --

MR. PLOTKIN:. | knew as soon as | said it, that | was
going to eat ny words wthin a few m nutes.

CHAI RMAN LUDW G Sounds | i ke sonebody el se is eating,
but they're eating cards. Are there any other questions? Well,
| want to thank the panelists for a very good panel.

| know we all learned a |lot, very val uable information
shared. We very nuch appreciate your time com ng a considerable
di stance to be with us today.

CHAI RVAN LUDW G Qur final panel of the day will focus
on the issues of access. Here we have these exciting new
t echnol ogi es.

And | think there is a genuine issue here. And | think
a focus of the panelists to determ ne the degree to which these
new t echnol ogi es can be hel pful or harnful to | ow and noder at e-

i ncome Anericans to the extent that they have the potential if
i ncreasi ng access to broader financial service environnment or
coul d hinder it.

And we're eager today to hear fromour panelists. W
have an excell ent panel assenbled to discuss these very inportant
i ssues.

Marcy Creque is the Legislative Counsel Menber and
Regi onal Vol unteer Director of the American Association of
Retired Persons. Don Gaves, Jr. is Vice President for Policy
and Prograns and the Director of the Washington Ofice of the
Organi zation for New Equality. ONE is the acronym

John Harshaw is the Regul atory and Legislative D rector
of the National Community Reinvestnent Coalition. Steve Zeisel,
is the Vice President and Senior Counsel for the Consunmer Bankers
Associ ati on.

We have asked our panelists to speak for about five
m nutes, so we have plenty of tinme for questions.

We | ook forward to your remarks. As we've done this
nmorning, we'll proceed this way. And so, we'll begin with M.
Creque.

M5. CREQUE: M. Chairman and nenbers of the task
force, AARP appreciates this opportunity to present our views on
i ssues posed by the energence of new el ectronic noney
technol ogi es that affect consuners.

My nanme is Marcy Creque. And |I'm a Regi onal Vol unteer
Director for AARP's m dwest region. On behalf of the
associ ation, thank you for inviting us to participate in this
i nportant forum

The degree of access to and utilization of electronic
nmoney technol ogi es by the ol der population will depend on a
nunber of factors.

These include the ability of these new paynent systens
to nmeet specific needs of ol der persons, the |evel of confidence
t hat ol der persons develop in the safety, security, and financial



soundness of these systens, governnent actions to assure m ni num
| evel s of consuner protection, and access to the nation's
financial system and consuner education regardi ng these new
technol ogi es and their potential benefits.

Research shows that the elderly are nore cautious and
seek a greater certainty than young persons before they adopt a
new product or service. Mny innovations fail to be used because
they are inconpatible with the physical abilities of ol der
persons.

For exanple, utilization of automatic teller nachines
or ATMs by persons aged 65 and older is half of that of persons
35 and younger. \While many younger persons |ike the conveni ence
of ATMs, failing eyesight and the ability to stand in long |ines
makes it difficult for many ol der persons to use them

Conversion of many branches to all TM services adds to
these difficulties. The design of the ATM machi nes may al so
contribute to a low utilization rate by ol der persons.

Researchers at Georgia Tech tested nore than 1,500
ol der adults who had never used ATMs and found that that group
made correct choices only 20 percent of the tine.

Finally, fear of crine and a perception of
vul nerability may al so contribute to a low rate of utilization of
ATMs by ol der persons. Regulators can play an inportant role in
ensuring access to and encouragi ng the devel opnent of electronic
nmoney t echnol ogi es.

Consuner protections nmust be put in place and steps
taken to ensure the integrity of these systens. Further,
uni versal access shoul d be pronoted through the provision of
m ni mal | evel accounts that could serve currently unbanked
popul ati ons.

Proposal s to exenpt stored value cards or SVCs with
val ues under $100 fromrequirenments of Regulation E could harm
many ol der persons. Simlarly, the security of information
generated by these new technologies is a concern.

The elderly are frequent targets of financial scans and
abuse. Who will ensure that marketing information generated by
t hese service innovations does not end up in the hands of
unscrupul ous tel emarketers?

The wi de acceptance of direct deposit by Soci al
Security recipients and a rising use of home conputers suggests
t hat ol der persons are not adverse to new technology if it neets
t heir needs.

However, unli ke younger people, ol der persons will not
buy products sinply because they are new. A nunber of
t echnol ogi es m ght be considered by the public and private
sectors to denonstrate the value of electronic technologies to
t he ol der popul ati ons.

Op out provisions mght be provided to purchasers of
SVCs and ot her technol ogies so they can avoid tel emarketing and
junk mail solicitation. The federal and state governnents can



extend and i nprove safety and soundness requirenents for issuers
to increase the confidence of the consuner.

They can also restrict unfair fees and charges.

Finally, consumer education efforts should be expanded to hel p
t he ol der popul ati on understand and gain access to these new
t echnol ogi es.

AARP believes that building trust on the part of the
ol der consuners based on enforceable protections is the key to
encour agi ng the adoption of new el ectronic noney technol ogi es.
Thank you.

CHAI RVAN LUDW G Thank you very nmuch. M. Gaves?

MR. GRAVES: Thank you, M. Chairman and nmenbers of the
task force. To begin ny testinony, | wish to offer a story of a
not too distant future.

Dawn creeps through the wi ndows of a house. Loggi ng
onto his personal conputer, a young executive instructs his bank
to pay bills, checks on his investnents, and contenpl ates an
online car | oan application.

Hs wife calls. Away on a business trip, she has just
transferred cash via | aptop conputer fromthe famly savings to
t heir checki ng account.

Hi s son charges in, |late for school, and bell ow ng
about |unch noney. Dad grabs the boy's smart card and swi pes it
through a card reader in his PC to downl oad el ectronic cash from
hi s bank account onto the card.

In a totally different, yet equally possible scenario,
dusk descends upon a city street. A nother trudges the ten
bl ocks to the nearest grocery store to buy food for her children.

At the store's checkout aisle, the nother opens her
purse to get the noney needed to pay for the food, bringing out a
few bills. The clerk abruptly declares, "I'msorry, nma'am we
don't take cash here anynore. Only smart cards, debit cards, or
credit cards."”

The woman shocked by the young clerk's statenment thinks
to herself, "But | don t have any of those cards because | don't
have a bank account . The nnther tells the clerk, "Ch, I'm
sorry, | left ny wallet at hone.'

And she places the food back on the shelves | eaving the
store quickly. As the nother wal ks hone, she passes the check
cashing store where she had just cashed her own paycheck and her
not her's social security check.

Though by | aw checks were supposed to be by electronic
paynments to a person's bank account as of January 1, 1999, she
and her nother obtained waivers because they did not have bank
accounts and did not know how to access their funds
el ectronically.

As we have seen recently, the greater use of electronic
t echnol ogi es i n banki ng has noved fromnere theory to actual
reality or, if you wll, virtual reality.

Much of this has been driven by the consolidation



within the financial services industry through nergers and
acqui sitions and by the cost benefits gai ned by those
institutions making the transition to an increased reliance on
el ectronic technology in the provision of services.

Ti me and economics wll continue to push institutions
toward new and i nnovative ways of providing services to the
public. Therefore, it behooves us to evaluate these radical
changes in how peopl e bank and do business fromall perspectives
at this critical stepping off point.

Since 1990, we have nade trenendous progress in
facilitating greater access to financial services for |ow and
noder at e-i ncome conmuni ties. Bank branches have relocated in
communities fromwhich they have been absent for generations.

We have seen banks devel op af fordabl e nortgage products
and flexible underwiting criteria which have resulted in an
explosion of first-tinme honme buyers in these sane communiti es.

The | ocations of ATMs in these communities has al so
gi ven | ow and noder ate-i nconme peopl e unprecedented access to
their noney and financial services. Yet, there are tens of
mllions of people in this country who are either unbanked or
under banked.

It is our task, regulators, bankers, as well as those
who represent consuners to ensure that | ow and noderate-i ncone
i ndi vi dual s have expanded access to credit and capital, keeping
up with the current in such a changi ng environnent.

Wiile there is great potential if gone about in a
careful and intelligent manner, the inplications of electronic
banki ng and technol ogi es coul d pose a serious risk of further
di senfranchi si ng and excl uding historically underserved
comuni ties.

The | ack of access to, as well as experience wth,
conputers, ATMs, and the like, will limt their use by |Iow and
noder at e-i ncone users.

I n any di scussion of people's access to electronic
t echnol ogi es, we nust not only discuss a person's ability to
physi cal |y access the services and technol ogi es, whether that be
ATMs, ALMs, conputers, stored value cards, or others, but we nust
al so di scuss that sane individual's base of know edge,
experience, and confort level with such technol ogi es.

Not only whether an individual may be able to afford to
use these new technol ogi es and services, but whether the
financial industry or this nation in general can afford not to
bring those in the econom c wasteland into the economc
mai nstream by findi ng ways of ensuring access.

Access to electronic and conputer technol ogies for |ow
and noderate-income communities will continue to be an area of
concern given that the ability to obtain access, at |east
initially, is driven by the anount of disposable incone the
i ndi vi dual consuner may have.

Therefore, access for |ow and noderate-incone



individuals is going to be significantly inpacted by the anount
of fees charged for such services.

Assumi ng that banks have the primary franchise for
el ectroni ¢ banking, the fee structure of such should be devel oped
in a way that deals not only with the cost to the banks for
provi di ng such services, but also takes into account the cost
savings realized by the bank, or the governnent in the case of
EFT-99, as well as the hardships it will inpose upon all of the
bank's custoners and upon potential custoners.

I n nunmerous studies, it has been shown that there is a
direct and inverse correlation between the size of fees charged
to consuners for services and the anmount of access afforded | ow
and noder at e-i ncone i ndi vi dual s.

The way we nmitigate agai nst the underserved bei ng put
in a ghetto in a separate financial system guaranteeing access to
el ectronic paynent systens is to keep banks central to the
delivery of financial services to | ow and noderate-incone
comuni ties.

This is particularly relevant regarding the matter of
stored value cards. Aside fromspecialty cards such as phone
cards or mass transit cards, the franchise to issue general cash
cards shoul d be the sole province of banks.

The position makes sound sense for a nunber of reasons.
First of all, banks are located in nost communities. And where
they are not present, this would continue the nonentumto | ocate
banks i n underserved communiti es.

Secondl y, because the systemis in place to ensure
deposits, the question of the integrity of stored value cards is
resol ved because they could be insured by the FDI C just as other
deposited funds are insured.

Third, banks already issue credit and debit cards. And
they have in place a process, an infrastructure, to issue stored
val ue cards in the nost cost-effective manner for thensel ves and
CONSUITErs.

Fourth, allow ng banks to have the primary franchise
for these new technologies will prevent the need for the creation
of a new regulatory systemfor electronic paynents, as the
current systemcould sinply be nodified to enconpass changes.

Per haps the nost inportant conponent of any effective
solution to the problemof a |ack of access to banking services
i s education and training.

Wil e the new technol ogi es can profoundly inpact on
bank communities positively, none of their benefits can be
realized without first establishing prograns to inform and
educat e | ow and noder at e-i nconme consuners about these
al ternatives

The need for education begins with children attending
our nation's public schools. You wll no doubt find that the
great nunber of those who have attended public schools in this
country over the past 20 years and those who are currently



attendi ng public schools are severely undereducated in the arena
of econom c and financial skills.

Wt hout a background in basic noney nanagenent, we are
turning out adults who are, in effect, economcally illiterate.

The changes in the nation's banking system and delivery
of services have the potential to break down the barriers to
access and reverse the damagi ng effects of economc illiteracy
that continue to plague this nation

However, w thout a redevel opment of financial training
prograns and the provision of a basic financial know edge as an
antecedent to the vast changes on the horizon of the banking
worl d, none of the positive effects of the el ectronic paynent
systens will ever be realized for a | arge segnent of that
popul ati on.

A specialized curriculummnust also be devel oped to
teach consuners, be they children, generation Xers, baby booners,
or seniors, howto use the new technol ogies from ATMs and
t el ephone banking to smart cards and PC banki ng.

This curricul umwhich may be adm nistered through the
nation's school systens, the social services system churches,
communi ty- based organi zations, as well as through innovative
prograns and materials delivered by financial institutions, nust
be instituted to ease consuner's transition to el ectronic paynent
syst ens.

Particular attention nust be paid to the | arge portion
of seniors who may have had little experience wth the newer
t echnol ogi es and have a relatively low confort level in dealing
with these changes as conpared to younger consuners.

Technol ogy will increasingly determ ne the character
and quality of life for people as we nove into the next century.
It is inportant to recognize the fact that an el ectronic and
conputer revolution is sweeping through our nation, its
industries and its honmes and that w thout action, the gap between
t he haves and the have nots and the banks and the unbanked w ||
soon be insurnountabl e.

In inplenenting new technol ogi es and networks and in
nmoving away fromtraditional neans of providing services and
conducting business, those who have traditionally had training,
experience, and access are at a distinct advantage over those who
do not. It is up to us frompreventing this from happening.
Thank you.

CHAI RVAN LUDW G Thank you very much. M. Harshaw?

MR. HARSHAW M. Chairman, thanks again for inviting
us over. As many of you know, the National Community
Rei nvestment Coalition, or NCRC as it's known, is a national
coalition nmade up of over 620 national community-based, non-
profit organi zations, some of which are churches and in sone
ot her cases, |ocal jurisdictions.

As stored val ue systens proliferate across the econom c
| andscape, many critical decisions await |egislatures,



regul ators, issuers, and consuners.

Wth magnetic strip cards being easily mani pul ated by
crimnals and with the devel opnent of hardware standards for
stored chip devices being several years away, nmany hurdl es await
us.

Most of the marketing for SVCs has been to | ow and
noder at e-i ncome consuners. There is already an excellent program
mar keted to honel ess veterans to deliver veteran benefits by
usi ng ATMs.

The New York transit systemw th a broad cross section
of high and | owincone, nulti-ethnic, young and el derly users
mar keted its SVC successfully to nerchants along the transit
routes only to be bl ocked out by their redenption financial
institution.

We al ready see exanples of public housing authorities
installing termnals for tenants to pay their rent. The
potential and opportunities to reach every segnment of the
popul ation with SVC technol ogy i s enornous.

How SVCs are marketed is a nmmjor concern to consuners.
What is acute, however, to rural, |ow and noderate-incone, Native
American mnority communities is their ability to create jobs and
to retain and grow the businesses within those communities.

Access to the end use of SVCs is critical. Point of
sale termnals for businesses in these comunities are mandatory
and all ows these businesses to conpete with other outside
enterprises for the consuner stored val ue currency.

O herwise, funds will |eave the conmmunity wth the many
issuers leaving IOUs and no circul ation of purchase and val ue.
Point of sale termnals are | ess expensive than ATMs, average
price of about $50.

There is already a precedent for using federal taxing
authority to deliver the necessary hardware to rural, non-
traditional markets. Uility conpanies were taxed and the
revenues were used to build necessary equipnent in all areas of
the United States.

Li kewi se, federal taxes should be applied to financial
institutions and other issuers so that the subsidies can be
generated for installing point of sale termnals at snal
busi nesses serving di stressed nei ghbor hoods.

Lenders covered by CRA should receive CRA credit for
installing these point of sale termnals. Tax the systemto
expand in-use opportunities for businesses and service providers
in targeted communiti es.

We all know that security and trust are two of the key
factors in devel oping technology. Gowth of SVC technol ogy and
usage depends heavily on the confidence and trust of the
consurer.

We have al ready experienced the horror stories of
i nsol vent issuers, |eaving both corporations and consuners
hol di ng worthl ess cards.



| am encouraged today by the testinony of M. Levine
because it seens to us that because SVCs are rel atively new that
we shoul d seize upon this opportunity to either have SVC
i nsurance funds where insurers would pay prem uns based on the
anount of stored value liabilities issued.

| was al so encouraged by M. Levine's testinony that
the bonding is at 100 percent. And when you think about it, as
he stated, financial institutions only carry a ten percent
reserve requirenent.

And in sone cases, the rest of the noney is | oaned out
the door. So, there's not 100 percent backing those funds.

Proper regul atory enforcenment criteria should be
establi shed by the appropriate authority yet to be determ ned.
The ot her nost crucial need for consuners is education about SVC

The market pl ace has | earned that the best customer is
an educated custoner. The many risk and opportunities associated
wth SVCs nmust be a part of an ongoing curriculumtargeted to
inner city, rural, and Native Anerican comunities.

Videos for the illiterate, multi-lingual instruction
materials need to be devel oped. Lowinconme and mnority
mer chants need to be educated on security and inplenentation
i ssues related to SVCs.

NCRC has nenbership nationw de, and its associates are
uni quely prepared to inplenment an extensive SVC educati onal
proj ect .

Wth the broad spectrum of nenbers from community-based
non-profit organi zations to churches, NCRC has a wealth of
experience delivering technical assistance and education to
under served and unserved communities. Thank you.

CHAI RVAN LUDW G Thank you very nmuch. M. Zeisel?

MR. ZEI SEL: Thank you, M. Chairman and nmenbers of the
task force. M nane is Steve Zeisel. |'mthe Senior Counsel for
t he Consuner Bankers Associ ati on.

We really appreciate the opportunity to present the
association's views on access to consuner el ectronic paynents.
And we commend you for hol ding these hearings.

CBA's community reinvestnment conmttee has taken a
| eadership role in the areas of consuner access to financi al
products and services for many years. W have also created an
alternative retail delivery commttee to develop policy on issues
affecting these new delivery systens.

Needl ess to say, they are beginning to work together
nore closely on issues of mutual interest. Electronic banking
and alternative neans of delivering banking services enconpass a
wi de range of technol ogi es, sone of them obviously quite mature,
such as ATMs, point of sale, tel ephone banking and ot hers.

But some are in their infancy such as these Internet
and ot her hone banki ng technol ogi es and stored val ue cards.
Regardl ess of the vehicle, however, we believe these technol ogies
can be expected to increase the access to and the availability of



banki ng services in many ways.

We believe the advantages of these alternative delivery
mechani sms will be felt by everyone in the bank's comunities.

It is already apparent, for exanple, that the
availability of tel ephone banki ng nakes possible a w de range of
services including bill paynent, account transfer, bal ance
information, | oan applications directly from hone, in nost cases,
around the cl ock.

ATMs and point of sale term nals provide additional
versatility wthout the need to visit a branch. These
technol ogies make it possible to take the bank to the custoner in
effect, rather than requiring the custoner to cone to the bank.

The opportunities that that provides for access to the
elderly, to anyone in a comunity who mi ght have difficulty
accessing a branch is apparent.

Stored val ue cards and hone banking are still in the
devel opnent al stages, but promse to provide still nore
versatility. Access has been expanded in many ways by these
el ectronic delivery vehicles.

Branches will remain an inportant vehicle in the
foreseeable future. |Indeed, branches are proliferating and many
peopl e can now do their branch banking at the | ocal supermarket.

In fact, when the wonan | eaves her honme and goes down
to the | ocal supermarket, she mght find her bank there if she
has a bank account. |f she doesn't have a bank account, well,
she m ght have direct deposit in any event.

But people who are unwilling or unable to nake that
trip to the local branch, whether it's in the supermarket or an
ol d-fashi oned brick and nortar branch, can now carry on a w de
range of banking activities wth ease.

In short, technol ogy has opened nore doors than it has
shut. And it has renoved nore barriers than it has created. And
| think it promses to continue to do so.

One of the things | was struck by in listening to the
testinmony so far is that everyone is in agreenment on the need for
education. New technol ogy demands a new | anguage and a new
under standing for those who are steeped the traditional nethods
of access.

Banks have worked directly and in partnership with
comunity groups to provide training and educati on on banki ng
issues to their comunities. The educational outreach ranges
fromfirst-tinme home purchase counseling and consuner credit
counsel ing to budget counseling, how to bal ance a checkbook.

Sonme banks have education prograns through their | ocal
school systens. Banks fund grants for |ocal groups to train
community nenbers in banking services.

Consuner education funds focus on the poor, the
el derly, the disabled, and the non-English speaking. Banks
produce witten materials in English and in other |anguages on
banki ng basic skills, budgeting, maintaining checking accounts



and el ectronic accounts and in other new skills.

New t echnol ogy will call for additional outreach.
Banks will do this because it is in their interest to do so.
Custoner confidence and market acceptance will demand it.

It will do no one any good for the technol ogy to be
depl oyed wi thout the consuner understanding it. W would
encourage ot hers including the governnent to focus on educati on,
on the safe and effective use of financial services and on the
use of the avail able and devel opi ng t echnol ogy.

Access to services by the unbanked poses new and
difficult questions for the governnent as it tries to inplenent
the directive to provide benefits electronically after January 1,
1999 and to the financial services industry and communities as
banks expand their products and services to attract sonme of the
unbanked into the system

We are just beginning to | earn about why sonme people do
not participate in the system People may |ack a banki ng
relationship for a nunber of reasons ranging froma distrust of
the systemto a failure to maintain a successful relationship in
t he past.

VWhat is increasingly apparent is that we need to
under st and nore about why people do not entertain banking
rel ati onships so that their needs can be net. Different needs
call for different responses.

It is also clear that the cost of establishing and
mai nt ai ni ng these new accounts nust be thoroughly understood so
that they can be reasonably priced as profitable, sustainable
pr oduct s.

CBA co-sponsored wth the Conptroller a forum on
financial access in the 21st century this past February for the
pur pose of determ ning who | acks a banking rel ationship and why
and to begin the difficult process of determ ning what can be
done to address the issue.

The participants included a wi de range of experts
i ncl udi ng bankers, academ cs, and representatives fromcomunity
organi zations. A lot was learned that will prove to be of val ue
in this endeavor, but much remains to be done.

We are continuing to work with the Conptroller and his
staff to devel op surveys and to devel op an ongoi ng di al ogue.

Pl us several of our nenber banks, | understand, have continued to
work with the OCC to hel p devel op workabl e market driven
responses to this need.

Wth the assistance of our alternative retail delivery
commttee and community reinvestnent commttees, we | ook forward
to an active role in the future. Thank you very nuch.

CHAI RVAN LUDW G Thank you very much. | have a couple
of questions to start, and then other nenbers of our task force
wi || have an opportunity to raise their questions.

| was interested that M. Graves nentioned sonething
that was certainly a controversial topic which was touched on by



one of the other panelists.
And 1'd just like to go around and see what people's

views are. | believe your viewis that stored value cards should
be i ssued exclusively by banks.
|"d be interested if others have a viewon that. 1In

the United States of course as distinct from Europe where that
has been the rule in sonme countries, we've had nore open system
where others have thus far been permtted to i ssue these cards.
Ms. Creque, do you have a view on this?

M5. CREQUE: W don't have a position, but we have a
concern that the stored value cards of |ess than $100 there be
sone protection there.

Because to a | owincone person, $100 is a | ot of nobney
not to have any reassurance that will be replaced. That's our
concern.

CHAI RVAN LUDW G Thank you. Did | state your views as
correct?

MR. GRAVES: Yes. W feel that | guess in going with
what Chairman Greenspan has said previously that it's inportant
not to overregul ate or overburden el ectronic technol ogies or the
grow h of electronic technologies at this tinme, it's inportant to
provide that all stored value cards be given deposit insurance
and be issued solely by banks to ensure that there is adequate
protections and regul ati ons of such.

CHAI RVAN LUDW G M. Har shaw.

MR. HARSHAW Early on, | think that was our sane
position. Again, after hearing M. Levine's testinony here
today, | was encouraged by his testinmony of sone of the state
regul ations that are invol ved.

| think we took that position primarily because we see
this as a new bursting upon the econony, not unlike when years
ago banks were allowed to offer bank notes of different banks al
around the country.

And everybody had a very beautiful certificate. And
you carried it around in your pocket. But when the tine cane to
redeemit and you found out that the bank had gone under and it
closed or left town, then there you were with the beauti ful
certificate, sonme of which you can see at our museum here in
Washi ngton, that in fact was worthl ess.

And we just felt that in the beginning, it was
inmportant to check all of those fraudul ent, undercapitalized,

m srepresenting issuers fromthe marketplace up front instead of
at the back end trying to run around with a very small police
wagon t hat we know we have to try and round up all these
crimnals.

So, we were notivated by the fact that (1) financial
institutions have first of all a fiduciary responsibility to that
custoner in that community.

And al so those that are federally insured and cone
under CRA regul ations al so have sone responsibility to that



community to reinvest sone of those profits back into those
comuni ties.

CHAI RVAN LUDW G M. Zeisel?

MR. ZEI SEL: | agree that obviously banks have a
fiduciary responsibility and that the trust factor is paranount
here. One of the things that banks hear repeatedly, and every
time they do a survey, and every tine they talk to their
custoners is that custoners trust banks.

And that trust factor | think can't be enphasi zed too
strongly. And neither can the protection of the paynent system
And I"'mglad that that aspect of it is being exam ned closely by
t he regul ators.

And | agree with Ms. Creque that protection of the
custoner is the bottomline in whatever systens devel op. And |
think we're in the early stages. So, it's probably too soon to
say.

CHAI RVAN LUDW G If ny fell ow nenbers of the panel
will indulge ne with one nore question, | thought it was very
poi gnant M. G aves' description of the one household that had
every conputer tool known to man and the other woman trying to
get groceries in the nore difficult community.

And we did, in fact, this norning hear about one store.
| guess it was Scan that does not in fact take cash. So, this is
not a conpletely hypothetical situation.

One solution | guess you alluded to, M. Harshaw, is
sinply require that everybody have themeven if it takes
governnment noney, that is, point of sale reading devices even if
it takes taxpayer noney to do that.

M. Gaves and Ms. Creque, do you have any ot her
solutions in mnd to the dilema of a robust environnent for
stored val ue nmechani sns such that it would force out cash?

Not that we're going to be there. The other panelists
this norning suggested it's not going to happen anyti ne soon.

M5. CREQUE: Wile that may occur, we still nust
recogni ze that there is a segnent of the senior population that
wi |l never accept SVCs. |'mtalking about some who don't even

speak the English | anguage.

So, that's a first barrier to overcone. Sone who are
reliving the Depression days. And unless they have that noney in
their hand to actually count it and unless they have a docunent
to show that that bill has been paid, that is a big challenge for
us.

Because that is ingrained in sonme of our seniors. And
the other thing. Renenber that access is not always easy for
seniors, many inner city seniors. Even buying groceries, to get
there can be a challenge. So, these are sone of the concerns of
t he associ ati on.

CHAIRVAN LUDW G That's very helpful. M. Gaves, you
posed a problem Do you have a sol ution?

MR. GRAVES: Well, first I1'd have to say that in the



alternative that | would suggest by no neans is | guess better in
our view than having an actual bank in a particul ar underserved
comunity.

Having said that, | would agree wwth M. Harshaw t hat
part of this problemcan be solved with kiosks, point of sale
devices as well as conputers, conputer donation prograns
establ i shed by banks that may not have locations in communities
or conputer banking centers as alternatives.

But at the sanme tine, | still think that we need to
| ook at other alternatives as well.

CHAI RVAN LUDW G Any ot her panelists?

MR. HARSHAW Yes, | was encouraged in talking to sone
of the Congressnmen on the Hill that they plan to introduce sone
financial literacy |egislation here soon.

Because it's their feeling that even at a junior high
school all the way up through college |evel, that our know edge
of financial institutions and financial transactions are probably
back in the Stone Age.

And if that does happen, it would at |east be another
vehicle that we can start to nove forward with this problem You
know, you've got other problens in inner cities even if you have
a stored value system and you have a point of sale term nal

Let's take for instance if you stick that stored val ue
card, as Ms. Creque and | spoke, into a parking neter in the
inner city. Well, you don't pay the nickel that you pay in the
subur bs.

You pay 50 cents or 75 cents. This is also an
opportunity for business establishnents to start to raise prices
so that in a case where normally you' ve been getting a | oaf of
bread at the store for --

| don't know what it is. | don't do the shopping. M
daught er does. Let's say $1.35. | guess you can buy a | oaf of
bread for that. That nowit's $1.60.

So, there are a lot of parts of this new devel opi ng
technol ogy that we're going to have to start to | ook at.

Al t hough, we would hope, and that's why | think it's inportant
that all those businesses within those conmunities have the
ability to access that because that allows the conpetition. So,
that you just don't have one or two people redeem ng the stored
cash.

MR ZEISEL: It strikes ne as ironic. | agree with you
that it does appear that students don't get an education or a
grounding in the banking system

| know | didn't. And I"'msure it's every bit as bad
today. Although it is ironic that the students on the college
canpuses today are the ones who have the pilot programs in effect
that are naturally developing in stored value systens where their
use of the card within the context of the canpus is a close
approxi mati on of the kinds of things that are devel oping on a
w der basis and gives thema kind of a leg up, a head start in



confort.

| can't quote a survey on it, but my recollectionis
that they're the ones who have the highest confort level with
this. At least that would seemto nmake sense.

And it is true that the elderly are probably the |east
confortable with it initially as these technol ogi es devel op.

m ght respond to what M. Harshaw sai d about busi nesses
increasing their charges in these communities.

And | suppose that's always possible. It is possible
al so that market forces could allow costs to decrease since
stored val ue cards provide an ability for the nerchant to reduce
the possibility of certain theft |oss.

And probably there are other cost savings in the
process for themas they don't have to handle cash in the
transaction. So, those cost savings to the extent that they can
be and are passed on will be beneficial indirectly to the
custoners in those communities and everywhere el se.

And to the extent that they're desirable for the
merchants, the nmerchants will enploy themin those conmunities as
t hey do everywhere el se.

MR. HOVE: M. Creque, | certainly understand the
concerns that ol der people have in utilizing these things. But
woul d you agree there are sone advantages in using the stored
val ue cards for older people in that a |ost card can be repl aced
or there isn't the threat of crinme with | ost cards?

| s that sonmewhat offsetting to the di sadvantages for
ol der people to use the cards?

M5. CREQUE: Well, sone older people will be receptive.
"' m consi dered a younger senior. | use ATMs. | use a conputer.
| canme out of that environnent.

We al so know that nore seniors are purchasing PCS
They' re sl ow ng approachi ng what younger people are. Yes, they
will learn to use them But we have to have the proper
educati on.

W have to have the proper safeguards in place. And
one critical piece that we need as we nove into this environnent,
shoul d an error occur regardl ess where that error occurred, sone
efficient way for a person to resolve that.

VWhat | hear fromseniors is they hate this talking
phone, push one, push two, push three. But should an error
occur, somewhere that they could get to a human bei ng who can
hel p them resol ve the issue.

|"mnot saying that all seniors will not accept it.

But 1'm saying we have a trenmendous job assuring themthat it's a
safe environnent, that their noney is protected. And also
letting those persons who do not want to avail thenselves of this
new t echnol ogy, give them an out.

M5. BERNSTEIN. Could | follow up on that, Gene?
Several of you, and you particularly nmentioned the need for
education. Wuld you have coments on the best source of



education and the ways in which the government, if it can, can
stinulate that kind of education?

MR, HARSHAW Well, | don't know of any nodel in the
past that | can refer to that's made that possible. | think
we're at a new phase because there are a ot of different things
that you have to |learn

Just the termnology that's going to be used with this

new t echnol ogy is enough to keep you away fromit. | think we
all have to gather and sit down together and start to devel op
what ever that curriculumw || be.

And it will probably be different for different
| ocations. As |'ve stated on a |lot of Native Anmerican
popul ations, there is a different educational process than there
will be inner city Harlemwhich will be totally different from
rural Tennessee.

So, | think depending on who the issuer is and as this
mar ket falls out and starts to settle and all the ones that did
not do well have gone away and we get to see who the w nners are,
then I think you can start to turn education toward what are the
benefits and hazards of the players that are still left around.

| think early on in this process, there are going to be
too many issuers, too many different types of cards to be able to
adequately cover all of the things that you have to watch out for
when you're getting a stored val ue card.

And as you know, as we sit here today having this
di scussion on the positive ways that we can nmake this a nuch
better and better functioning systemthat there are those who are
out there who are trying to beat this systemwho are gathered in
a simlar place tal king about ways that they can issue cards to
beat wus.

So, | think as tinme evol ves and we have the shake out
in this industry of the players that have gone away because they
didn't have the capital, because their product was not accepted,
because the custoner didn't trust their product that we'll be in
a better position to know what types of educational products
we'll need to have.

M5. CREQUE: We would be willing to work with you for
education. Currently today, we are involved in sone financi al
educati on.

One of our nost successful prograns is entitled Wdowed
Persons. And you'd be surprised how many wonen suddenly are
wi dowed, don't know how to handl e finances.

We run an educational program starting ground | evel
W th budgets, witing checks. W also run several semnars with
our seniors about financial fraud. So, we start at the basic
| evel and start to build on that.

And that is our thrust to be a dynam c presence in the
community, to make the experience of aging an enjoyable one for
people. And education is a big conponent of that.

MR, HARSHAW If | mght add, simlarly | guess over ny



career just as a personal choice, |I've always gone into senior
citizen hones and surroundings to talk to senior citizens about
financial literacy.

" m al ways amazed when | broach the question of, "Do
you have a joint account with another relative, and is it a
payabl e on death account? O is it joint?" and help themto
understand that if for sone reason that person didn't pay their
federal income tax or sonmething else that there's access to your
noney.

| always get these people that cone up to ne afterwards
and say, "I need to talk to you after this session is over." So,
| agree.

And |'m sure nost of the organizations represented here
woul d be nore than willing to come together and work with you on
t hat educati on nodel .

MR ZEISEL: 1'll second that. W' d be happy to work
with you. | think that what | said about financial institutions
feeling that it was in their best interest has fuel ed a huge
gromh in recent years in various educational approaches taken by
institutions.

And many of them | think, have involved partnerships
with [ ocal communities and community organi zati ons because of the
obvi ous advantage that the comnmunity organi zation has in
under st anding the needs within those comunities.

Those partnershi ps have been ground up. And | don't
know what kind of national nodels are possible fromit. But at
| east they have proved to be beneficial on a comrunity-by-
comunity basis fromall | hear.

And | know that the federal governnent has done sone
things. For exanple, the Federal Reserve Board undertook sone
sem nars on investnment products. And there are other things of
that type that have been enployed in the past.

But encouragi ng partnerships sounds to ne like it m ght
be one of the nore val uabl e approaches.

MR. GRAVES: | woul d agree that partnerships are
probably the best way to go. And I'd also like to give you a few
exanpl es of the types of things that could be done.

In the past, and | know this from personal experience,
there were prograns in elenentary schools around passbook savi ngs
accounts where students woul d have a savi ngs account.

And every week you'd bring in your noney to the school.
And you woul d chart how nuch noney you had, and that woul d be
your savings account. Simlarly, you had nodel store prograns
where the students would have a pretend store.

You could do the sane type of thing with these new
t echnol ogi es where you're | earning how to use ATMs or conputers
with point of sale devices and the |like. You could do the sane
thing with churches.

Churches are probably the best resource for a nunber of
the underserved groups in this country, especially for seniors,



reaching out to coalitions of churches and pastors to get people
to conme in and provide training to people in the churches whet her
that's bible study groups or any other groups that are there in

t he churches.

You could al so | ook to governnent prograns that are
al ready going on |ike public housing. Those people who live in
publ i ¢ housi ng have yearly interviews.

At these interviews, you mght be able to spend 15
m nut es expl ai ning the new types, like, for instance, EFT
expl ai ni ng how EFT works or direct deposit works.

Partnership wth industry could al so provide econom c
training let's say in job training prograns. People who are
goi ng back to get retrained around a certain job could al so get
trai ning around economni c issues.

So, | think that by working with a nunber of different
groups, you may be able to cone up with nore ideas |ike these.

COW SSIONER MORRIS: M. G aves, nmaybe | m sunder st ood
what you're saying. But it seened to ne that you were saying
t hat you thought having a unique license for stored val ue cards
wi th comrercial banks could create the vehicle through which the
banks woul d begin to nove in to underbanked conmmunities and begin
to offer nore services.

| have a little trouble dealing with that because banks
have had for years and years a nonopoly on checki ng accounts.
And | don't see themusing that as a vehicle.

The flip side to what you're saying mght be that if
you had nore of a proliferation of offerers, you would have nore
conpetition and prices m ght be | ower.

MR. GRAVES: | would agree with sonme of what you're
saying. But | guess the problemthat we see in allow ng
proliferation of different issuers is security and safety and
soundness problens with the banking system

Just |ike M. Harshaw has already stated, there could
be instances where an issuer goes bankrupt, and w thout the FDI C
i nsurance, there's no protection for those consunmers who have
used it.

Now, | agree with you that banks have not gone into
communities |ike we would have liked. But with the types of
progranms that we see the governnent doing over the past few
years, specifically with CRA refornms and things that the OCC and
ot her regul ators have done, hopefully, | guess |I'm being
optimstic, but I would think that it benefits the community to
have - -

COM SSI ONER MORRI'S:  The triunph of hope over
experi ence.

M5. CREQUE: Part of the reason why you have sone
unbanked seniors is because nunber one, there were no banks in
t heir nei ghborhood. Nunber two, sone of the m ninum bal ances
required.

When your sole inconme is this check comng fromthe



government, you don't neet it. Also, you wll find that many
| ow-i nconme people are the greater users of the service.

They want to conme in and see the teller nore. And |'m
from Chi cago, and we did not have that situation. Now, we have
an expansi on of banks in | owinconme nei ghborhoods.

Surprisingly, they're opening branches in the retai
stores, in the supermarkets. So, people feel protected going to
that environnment. |It's very bright and well [lit.

But they acconplish two things with one trip. They
shop and they do their banking. The other thing that | wanted to
say is that not only m ni num bal ances, but when you have the
banks com ng back in the nei ghborhood, we're going to have these
ot her charges possibly for the use of the ATM machi nes.

And when you | ook at | owincone people, they need every
penny that's comng in. So, those are sonme of our concerns.

MR. HARSHAW Yes, if | can piggy-back on that. I
think one of the things that Don has pointed out is there is sone
experience out there now

When we first started with CRA nore than 20 years ago,
we went through that battle of non-acceptance. And a |ot of
financial institutions viewed it as a social program

And now, we've cone to a new tinme when those financia
institutions have worked their way through that. They see
profit. They've built coalitions not only with the comunity-
based organi zations, but with other people within that comunity.

And | think those coalitions, as Don has pointed out,
are very strong so that you're not at the point of trying to get
financial institutions and other people to accept this new
technol ogy and to devel op partnerships. They already exist as
you nove upward

And | think it is our greatest hope that this
opportunity that we have with the new | aw for electronic benefits
transfer is that we seize up on it not to try and figure out the
best way to keep people out of the banks, but the opportunity
that we can direct and hel p banks to devel op banki ng services so
t hat the unbanked are drawn into banking services to allow them
the opportunity to get a honme inprovenent loan if they need it,
to get their roof fixed if they need sone type of |oan and not
just be pushed away to ATMs, to point of sale termnals, and
ot her devices |ike that.

CHAIRVAN LUDNWNG | was interested, Ms. Creque, do you
see any particular benefits to seniors in the use of these new
technol ogi es, particularly the card?

You partially addressed this earlier, but just to focus
onit a bit nore. Are there particular aspects to the new
technol ogi es that could be inproved or particularly address
seniors' needs so that they'd be nore attractive to seniors?

M5. CREQUE: Well, one particular aspect woul d be one
of security. W know, today, for exanple, when checks are issued
there is the possibility of it being stolen right out of the nmai



box.

So, if they go to a | ocal area, one of security know ng
that the noney was received and was deposited. There starts our
education, it was deposited, in what format, how do they access
it.

So, | see one of safety because seniors are vul nerabl e
going to a bank, going to a currency exchange. The other aspect
of it is we run a program noney managenent, for those seniors
who receive noney, but kind of forget they received it, and don't
pay bills on a tinely basis.

This could hel p some of our volunteers, younger seniors
in being nore efficient in admnistering that program And that
is a big programfor us.

CHAI RVAN LUDW G That's very helpful. | don't know
whether it was M. Gaves or M. Harshaw who nentioned the issue
of fees.

To what degree do you view those as sonething that
woul d be particularly discouraging for the use of these card
technol ogies in | ow and noderate-inconme communities and is there
a fee structure that works better or worse?

MR. GRAVES: Well, I'mnot sure that there is one
specific fee structure that works. | nean, it would best be
studied a little bit.

But | do think that we have to be sure that we do set
up a structure that takes into account user's ability to pay for
such fees and al so takes into account the fact that financial
institutions and others are actually getting a great deal of cost
savi ngs by using these technol ogi es.

| think that for a large financial institution there is
a savings of nearly 80 cents per transaction when using ATM
transactions over teller assisted transactions.

| think it went from27 cents to $1.07. So, if you can
i magi ne what that anmount woul d be over the long run for all the
different ATMs that they have, that's mllions and mllions of
dol | ars.

| think that those fees that are going to be charged
shoul d al so account for the noney that's being saved by the bank.

MR. ZEISEL: Can | address nyself to that just briefly?
| agree with you that no one fee structure is necessarily clearly
the best at this point. And fees are definitely an issue.

They're an issue of access, an issue in all cases.
There is a lot we need to know about who the unbanked are and how
they m ght undertake to use ATMs or any other banking services
bef ore anybody can structure fees in a way that is reasonabl e or
profitable.

It wouldn't be clear at all, for exanple, how often
soneone would withdraw funds from an ATMif they were getting a
direct deposit if they are currently unbanked.

| just don't think we know. Institutions currently
don't know where the unbanked are | ocated geographically, what



ki nds of funds are comng into their accounts. And all those
t hi ngs have a bearing on determining the correct pricing of the
account .

In terns of cost savings on ATMs, | can't dispute your
figures because | don't have anything in front of ne. But it
seens to me that there are vast differences in cost savings.

There are differences anong ATMs dependi ng on whet her
they're on prem ses or off prem ses, differences dependi ng on
whet her the custoners are using the ATMs, or using ATMs and are
usi ng branches.

One of the problens that institutions have found in
trying to save through the use of ATMs is that they find that as
t hey add new technol ogi es, people don't use the new technol ogi es
in place of the old technol ogi es.

They use themin addition to the old technol ogies. So,
what happens is the new technol ogies don't provide the initial
cost savings that were antici pat ed.

That probably will happen down the line, but the curve
is a different one than you m ght expect. And that probably w |
remain true with new stored val ue systens or honme banki ng or
anyt hing of that nature. So, | just wanted to point that out.

MR, HARSHAW If | could add and agree with what has
been said that in a lot of comunities the use of different
t echnol ogi es al nost | ags behi nd one generation |ike many years
ago in nost African-Anerican communities, | know ny grandfat her,
at | east my grandnother because ny grandfather didn't have access
to ny grandnot her's pocket book.

And that's where nost of the funds stayed for a while.
After a while, got ready to pay the rent and understood that
there needed to be a receipt, that community went to noney orders
because it was quick. It was efficient.

It cost a dime, a nickel, not nuch. And it was
certainly less costly than whatever the cost for going to a bank,
depositing your noney, and trying to earn sone interest and
what ever fees for witing that check were.

As we noved to check witing, they stay that, noney
orders. And probably as we nove to stored value cards, they'll
move to check witing if the fees involved are |less than the
transaction costs that are going to be involved with the new
stored val ue cards.

So, there will probably always be sone peopl e outside
of that systemthat you wll probably call unbanked. And | agree
wth Ms. Creque that there will have to be sone exenption given
to those people who will probably stay outside of that market.

In addition, for a lot of those people, getting the
monthly check is a social event. | nean, it's a tine to go down,
and you see your old friends. You wonder who's still around, how
t he babi es are doi ng, who the grandkids are.

You can't do that at an ATM and you can't do that at a
point of sale termnal. So, there is a lot cultural and



di fferent things involved when you get ready to tal k about fees.

And | agree that it alnbost has to be based on who
you're dealing with here that you start to structure fees. And |
agree. | think it's too early for us to know that.

CHAIRVAN LUDW G | take it that it's inplicit in your
comment s about education that this is not just education in the
new t echnol ogy, but sort of an undertone that in fact education
in the financial area generally is |acking.

And this is an inportant new piece of that. But am|
right that your comments really go to a broader educationa
i ssue?

M5. CREQUE: Right. More than just the use of the ATM
because | agree with what John has said, many people don't know
what a check is, what the difference is between a check and an
overdraft.

And believe it or not, you give themthe book and the
checks, and they'll wite the check. The noney may not be there.

MR. HARSHAW That's right.

M5. CREQUE: But they haven't connected this yet. So,
we' re tal king about basic education, financial education.

MR. HARSHAW | agree. And it rem nded ne of an
exanpl e when | was in banking. A kid came in, and he opened a
checki ng account. And he said, "Well, you have to put $100 in to
start this account." And he did.

He put $100 in. He got his checks. And he just
started witing checks. He'd witten |ike $500 worth of checks.
He called himin and said, "Wait a mnute. Wait a mnute. Wit
a mnute. You' ve got to stop. You' ve witten $500 worth of
checks. "

He said, "Well, | got a lot of checks left here.
don't know why you want nme to stop.” |In our conmunity, we raise
the girls and I et the boys grow up.

And that happens in financial literacy. There are a

| ot of young nen who have no concept of what happens in a
financial institution, have no concept of what a checking account
is, have no concept of what exchange rates are, anything that is
associated wth that.

And it even goes to little things. And of course, dear
| adi es, we've been beat up on the commercials. W don't know
what cough syrup to buy. W don't know what washi ng powder to
buy.

That's all the stuff you' re supposed to know. And |
was intrigued in a Laundromat that a young man canme in to wash
his clothes. And he was | ooking around.

He didn't know what to do. And the lady told him
"Look. Just get sone noney. Put it in the washing machine, get
sone soap powder, put that in there. The machine will take care
of it."

And he went straight over to the dryer, threw his
clothes in and sprinkled washing powder in the dryer, put his



nmoney in, and let the dryer start to go.

Now, that |evel of education just for himin stepping
out and being a responsible part of his famly, if you can see it
there in just washing clothes, you can inmagine what it's |ike
when you try and tell himyou' ve got a job

You've got a famly. You need to start sonme banki ng
services. You need to save sone noney for your children's
education. Because that's going to be a big hurdle in a ot of
t hose communi ti es.

MR ZEISEL: | think | did that when | went to coll ege
the first time | washed. But | think at the risk of saying the
obvious, it seens to ne that having listened to sone of the
di scussion earlier about disclosures, one of the things that
strikes ne is that the disclosure issue is inextricably bound up
with the issue of education.

And you see it in other areas as well, whether it's
truth in lending or RSPA or any of the other nyriad of
regul ations that as you think about what the disclosures ought to
| ook I'i ke and what should be required and what shoul d be not
requi red and what do consuners know and what they don't know, it
all seens to conme back to the question of, "How nuch should they
learn in a nore general sense as part of their education so that
you don't have to repeat it on every docunent ?"

And if you have to tell themeverything, if you have to
give them a broad, general education with each docunent, then
you' re kidding yourself if you think they're going to learn it or
read it or understand it.

So, if you can get to that basic level in a broader
way, then the individual disclosure beconmes an easier issue to
deal wth.

MR. HARSHAW And then, finally, on this notion the end
use is having these point of sale termnals, | hope we realize
that we're not just tal king about that community that's wal ki ng
around with stored val ue cards.

We're tal king about an international popul ation
especially here in Washi ngton who cones and visits our great and
fair city, and places |like Japan who've had stored val ue cards
for a long period of tine who are wal king around with themin
their pockets that we want to be sure that those nerchants in
t hose communities have access to those stored value dollars that

are still wal king around the streets.
CHAI RVAN LUDW G Well, if there are no other
guestions, | want to thank you very nuch for com ng. As the

ot her panels, this has been a really high-quality, informative
session, valuable for all of us.

| want to thank you for com ng and sharing your tine
and your expertise with us today. | think it's been a good
session. | think we |earned a good deal. And | appreciate
everybody for com ng and taking the tine.

Let me close this with our thanks. And our next and



final public neeting will be on July 17th at the FTC. W | ook
forward to seeing sone of you there. Thank you very nuch.
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